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Number 1 


The 1926 Tax Return Dilemma 


A N embarrassing situation is inevitable during 


the tax return season now upon us. The pub- 

lic is thoroughly educated to the idea that 
returns for 1926 covering 1925 incomes will be filed 
under the new 1926 Revenue Law. Because sub- 
stantial tax reductions for 1925 are promised, no 
one will be inclined to file under the higher rates. 
In fact because of the hazy idea most people have 
with respect to the time when a bill actually be- 
comes a law, many people are persuaded to believe 
that the concessions have already been definitely 
ascertained. The bill, as passed by the House, has 
been presented to the public as a Yuletide gift of 
Congress. 

What, however, is the actual situation? The 
lower house together with the House Ways and 
Means Committee rushed the present measure with 
all possible haste from the time it was first con- 
sidered in Committee, and yet the House and the 
Committee together required nearly two months to 
draft their measure. The bill will be introduced in 
the Senate about the fifth of January and will, of 
course, at once be referred to the Senate Finance 
Committee. No one can say at this time when the 
bill will be reported out of the Senate Finance Com- 
mittee. It is stated that this Committee will hold 
secret hearings and will rush its work with all pos- 
sible haste with the idea of reporting the bill be- 
fore February Ist. A study of the time element in- 
volved in the passage of earlier revenue bills may be 
enlightening. This time record is as follows: 


Act of 1924 1921 1918 
Introduced by House ; 


de en oe ee Feb. 7, 1924 Aug. 15, 1921 Sept. 3, 1918 
Passed by House............ Feb. 29, 1924 Aug. 20, 1921 Sept. 20, 1918 
Introduced in Senate... Mar. 1, 1924 Aug. 22, 1921 Sept. 21, 1918 
Reported by Senate 

Committee ................. Apr. 10, 1924 Sept. 21, 1921 Dec. 6, 1918 
Passed by Senate............ May 10, 1924 Nov. 7, 1921 Dec. 23, 1918 


Reported by Conference 
eS Ee May 24, 1924 Nov. 19, 1921 Feb. 6, 1919 
Enacted £5.2cJcctcjious June 2, 1924 Nov. 23, 1921 Feb. 24, 1919 


It will be noted that the shortest time in each 
case was that taken by the House in passing the 
first draft as prepared by the House Committee. In 
the case of the 1924 law, the Senate Finance Com- 
mittee required six weeks before reporting the meas- 
ure to the Senate. The Senate required another 
month and the Joint Committee and both Houses 


used up another two weeks. Even after the Con- 
ference Committee of both Houses agrees upon a 
measure, it usually requires another week or ten 
days before it is enacted in the law. 


No House Strings on Senate 


There is little reason to believe that the Senate 
will depart from its past policy of deliberation in 
putting through the present tax measure. The ma- 
jority in control in the Senate is not so strong as the 
majority in the House. The Democrats and the 
Progressives not only have a larger portion, but 
they also have some very good fighters. The com- 
mon understanding is that the Democrats in the 
lower house put up a sham battle and that the real 
fighting must be done in the Senate. There are 
many provisions in the new bill which will be severe- 
ly fought over. You will remember that the pub- 
licity section of the 1924 law is the work of the 
Senate. It is common understanding that the Sen- 
ators who were responsible for this measure are not 
inclined to accept the work of the House in now 
entirely eliminating this provision. Similarly with 
respect to surtaxes; the feeling is that the lower 
house has been too generous to the lowest and to 
the highest taxpayers and have not given sufficient 
consideration to those occupying the middle ground. 
There will likewise be a fight made against the de- 
crease in the estate taxes, against the retention of 
the capital stock taxes, against the changes in excise 
taxes and stamp taxes and with respect to the 
Board of Tax Appeals. 

The above are the outstanding provisions of the 
new bill which will necessarily be considered by the 
Senate Finahce Committee and then by the Senate, 
but these are not all; other troublesome issues which 
will be bound to come up are those with respect to 
the administrative provisions. This discussion will 
be stimulated by the report of the Couzens’ Com- 
mittee. 

Not only is there widespread differences of opin- 
ion about the relatively simple question of reducing 
rates, etc., as outlined in the previous paragraphs, 
but the bill as introduced contains a great number 
of radical changes which have not yet even been 

(Continued on page 27) 





Changes in the House Bill Affecting 
Taxable Income 


By HERMAN T. REILING* 


principal view of reducing taxes by reducing 

the rates of taxation. Like the Act of 1924, 
it is not an example of tax simplification. Perhaps 
simplification is not expected by the taxpayers since 
the tendency of our tax laws has been to become 
more complicated, which is probably inevitable if 
the conception of taxable income 
is to be adjusted to modern com- 
plex business conditions. 

The number of tax laws en- 
acted since the passage of the In- 
come Tax Amendment would 
alone make it seem probable that 
the taxpayers have been consid- 
erably confused in their attempt 
to comply with new tax laws. 
The first income tax law passed 
after the amendment of the Con- 
stitution was the Act of October 
3, 1913. Since then we have had 
the Acts of 1916, 1917, 1918, 1921 
and 1924. If the new bill is passed 
before the time for filing our next 
income tax returns, we shall have 
our seventh income tax law with- 
in less than twelve and one-half 
years. The frequency of new in- 
come tax laws permits the tax- 
payer to keep himself adjusted to 
each income tax law on an aver- 
age of less than two years. It 
may be well then that, as thus far 
indicated, Congress has not in- 
creased the confusion by writing a new tax law with 
simplification primarily in mind. 

However, since the time has come for further re- 
duction of taxes, changes must at least be made in 
the rate sections of the law. Other changes are also 
proposed in the new revenue bill which should be 
considered by the taxpayers, particularly those in 
regard to liquidation distributions by corporations, 
the interest deduction, discovery depletion, capital 
net gains and losses, the foreign trader, the abolish- 
ment of refund claims, and the Board of Tax Ap- 
peals. In considering these changes it would seem 
tenable that, if they are made, they should not be 
given retroactive effect in any case where such 
action will impose an unforeseen hardship upon 
the taxpayer, and that they should impose only a 
minimum of unnecessary hardships upon the tax- 
payer in the future. This proposition is qualified, 
if at all, by the consideration of the needs of the 
Government for revenue and for a proper and effi- 


[es new tax bill was clearly framed with a 
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cient administration of the law. It is with this 
point of view that we are here to consider some of 
the changes proposed to be made as reflected in the 
House bill. 

The proposed change in regard to the manner of 
taxing liquidation distributions by corporations is 
regarded as objectionable chiefly because it is, un- 
der the new bill, to be effec- 
tive as of January 1, 1925. It 
is less than two years since the 
Revenue Act of 1924 was passed, 
with a provision that amounts dis- 
tributed in the cancellation or re- 
demption of part or a portion of 
the capital stock of a corporation 
should be treated as payments in 
exchange for the stock, with the 
result that a gain upon such a can- 
cellation of stock was made sub- 
ject to the 12% per cent capital 
gain tax, at the option of the tax- 
payer. This represented a sub- 
stantial relief in connection with 
the transfer of corporate assets to 
individual owners as compared 
with the Revenue Act of 1921, un- 
der which at least the gain, ac- 
cording to the regulations, and 
perhaps the entire distribution, 
according to the statute, repre- 
sented a taxable dividend to the 
extent that earned surplus was 
used for a liquidation or partial 
liquidation of the capital stock. 
While the new bill retains the language of the Act 
of 1924 which accomplished this result, there has 
been added a provision which in practical effect 
accomplishes the contrary. It provides: 

If a corporation cancels or redeems its stock (whether or 
not such stock was issued as a stock dividend) at such time 
and in such manner as to make the distribution and cancel- 
lation or redemption in whole or in part essentially equiva- 
lent to the distribution of a taxable dividend, the amount 
so distributed in redemption or cancellation of the stock to 
the extent that it represents a distribution of earnings or 
profits accumulated after February 28, 1913, shall be treated 
as a taxable dividend. 

It is obvious that every distribution in partial or 
complete liquidation is essentially equivalent to the 
distribution of a taxable dividend in every case 
where the corporation had any accumulated earn- 
ings at the time of the distribution and paid more 
than par value or paid-in value to retire the stock, 
since the result is the transfer to the individual 
stockholders of some of the accumulated earnings 
represented by the excess of the distribution over 
the amount paid in to the corporation for the issue 
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of the stock. Even in a complete liquidation, the 
corporation has the option of first distributing its 
earnings by a dividend, and accomplishes the essen- 
tial equivalent if it makes such distribution by means 
of the liquidation. In the Act of 1924, a similar pro- 
vision applied only to the redemption or cancella- 
tion of stock before or after a stock dividend. There 
can be no objection to the recognition of the fact 
that a liquidation distribution has the effect of dis- 
tributing an earned surplus and to the taxation of 
such a distribution as a dividend. A very serious 
objection, however, may be made to the present bill 
in that it purports to add greatly to the tax liability 
resulting from transactions completed perhaps 
many months before the change was even suggested. 
In many cases during the year 1925, corporations 
have liquidated all or a portion of their stock in 
reliance upon the existing law and would not have 
taken such action unless the stockholders had been 
assured that their gain, even though representing a 
distribution of surplus earnings, would be subject 
only to the 12% per cent tax. Since the income 
tax provisions of the new bill are effective as of 
January 1, 1925, a different rule will apply to all 
such transactions and the amounts thus distributed 
from surplus earnings will be subject to the surtax. 
It is obviously no answer to the taxpayer that the 
tax of 12% per cent which he contemplated paying 
will be increased to not more than 20 per cent under 
the new bill, as compared with the tax of perhaps 
40 per cent under the prior law, which he would not 
under any circumstances have incurred. On the 
other hand the new bill gives to corporation stock- 
holders an unexpected relief from tax liability. One 
primary purpose of the change made by the Act of 
1924 was to subject to the corporation income tax 
the gains realized by the corporate stockholders 
upon liquidation distributions, which under the 
prior act were not taxable because they constituted 
dividends from earnings. In every such case it 
would appear to follow from the new bill that the 
amount thus distributed from surplus earnings, 
since it is to be treated as a taxable dividend, would 
be subject ‘to no tax if received by a corporation. 
Treating the remainder of the distribution as pay- 
ment for the stock, corporate stockholders may in 
many cases be able to show a deductible loss under 
the new bill, whereas at the time the transaction 
was carried out it was understood that a taxable 
profit was being realized. This situation thus illus- 
trates the unjust and harmful effects which follow 
any attempt to modify the substantive rules-of the 
income tax law with retroactive effect. 


Another provision of the new bill which would be 
applied with retroactive effect is the limitation upon 
the deduction of interest by individuals, proposed to 
be effective as of January 1, 1925. Under this pro- 
posed limitation the amount of the interest deduc- 
tion, unless the interest on indebtedness is paid or 
incurred in carrying on a trade or business, is to be 
allowed only to the extent that such amount ex- 
ceeds the amount of interest on obligations of secur- 
ities, the interest upon which is exempt from taxa- 
tion. Some time ago a constitutional amendment in 
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regard to taxing income from tax-exempt securities 
was advocated, and during the work upon the Rev- 
enue Act of 1924 a limitation upon the interest de- 
duction similar to the above was proposed by the 
House but was eliminated by the Senate. The tax- 
payer’s attention was later switched from the seri- 
ousness of the loss of revenue due to investments in 
tax-exempt securities to the interesting possibility 
of a reduction in rates, and consequently the pro- 
vision in the new bill is the first warning to tax- 
payers that a limitation such as that proposed would 
be made in the new act. Even if we overlook the 
effect that such a limitation will have upon taxpay- 
ers who during the year 1925 have made their in- 
vestments, relying upon the provisions of the pres- 
ent law, it does not seem that the purpose of the 
limitation is well served-by applying it to the year 
1925. 


New Depletion Provisions 


A new limitation is proposed on the deduction of 
discovery depletion, which is also to take effect as of 
January 1, 1925. In the case of oil and gas wells 
discovered by the taxpayer on or after January 1, 
1925, the taxpayer would not be entitled to deple- 
tion based on discovery value if the well is in an 
area proven at the date of discovery. There is in- 
corporated in the new bill the definition of “proven 
area” which is now contained in Article 222 of Regu- 
lations 65. The hardship of this limitation as well 
as the limitation on the interest deduction and the 
change in regard to liquidation distributions is to 
some extent mitigated by the reduction in tax rates. 
The proposed: limitation upon the depletion deduc- 
tion will, however, affect corporations which under 
the new bill will not receive a reduction in taxes; 
moreover, the effect of the limitation is to increase 
the tax upon oil, and gas companies. The purpose 
of the limitation was presumably not to increase the 
tax but to simplify the administration of the discov- 
ery value provisions. Probably the fact that some 
members of the Ways and Means Committee are 
of the opinion that the deduction based on discov- 
ery value should be eliminated also influenced the 
inclusion of this limitation. Whether the deduction 
of depletion based on discovery value should be 
eliminated entirely for future years is a question that 
need not be discussed here. It is sufficient to point 
out that neither of these reasons explains why the 
limitation was made effective as to discoveries on or 
after January 1, 1925, rather than as to discoveries 
after January 1, 1926, nor why taxpayers who prior 
to January 1, 1925, brought in wells upon property 
proven at the time the wells were brought in are 
entitled to depletion deductions based upon discov- 
ery value not only for 1925 but for subsequent 
years, while taxpayers who make discoveries in 
proven areas after January 1, 1925, are not entitled 
to similar deductions. 


A new provision, effective as of January 1, 1925, 
is proposed in regard to the method of computing 
the two-year period for purposes of the capital net 
gain and capital net loss provisions. The bill pro- 
vides that in computing the two-year period for 
which the taxpayer has held property there shall 
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be included the period for which such property was 
held by another person in cases where it is re- 
quired that there shall be used as the basis for deter- 
mining gain or loss the same basis in whole or in 
part as in the hands of such other person. For ex- 
ample, in the case of property acquired by gift after 
December 31, 1920, the two-year period would under 
this provision include the time the property was 
held both by the donor and donee. A donee who 
sold property in 1925 at a loss would be subject to 
the limitation upon the deduction of capital net 
losses if the property was held by the donor and 
donee for two years, though not held that long by 
the donee. On the other hand, donees who under 
the present law would not be allowed the benefits 
of the capital net gain section on account of sales 
made in 1925 would be allawed such benefits under 
the new bill. The new bill also proposes to give 
express statutory approval to the rule in Article 
1651 of Regulations 65 making the two-year period 
include the total period during which the original 
property and the property received in exchange were 
held by the taxpayer where the property sold was 
received by the taxpayer upon an exempt exchange. 
This latter provision, though effective as of January 
1, 1925, would not work any disadvantage to tax- 
payers who have relied upon the existing regula- 
tions. 


Foreign Trade Subsidized 


In accordance with what the Ways and Means 
Committee designated as “one further step toward 
increasing our foreign trade,” an exemption is pro- 
posed for the foreign trader. It is proposed to 
exclude from gross income in the case of our citizens 
employed abroad in selling our merchandise amounts 
received as salary or commission for the sale for 
export of tangible personal property produced in the 
United States in respect of such sales made while 
they are actually employed outside ‘the United 
States, if they are so employed for more. than six 
months during a taxable year. It does not appear 
how this provision would increase our foreign trade 
for 1925 by making it effective as of January 1, 1925. 
Furthermore, the advisability of allowing an exemp- 
tion to this class of persons seems questionable. 

As suggested at the beginning, a change in the 
substantive rules of the income tax law may be dis- 
turbing even if applied without retroactive effect. 
The present statute provides that in computing the 
gain or loss upon a sale or other disposition of 
property a proper adjustment shall be made for any 
item of loss, exhaustion, wear and tear, obsolescence, 
amortization, or depletion previously “allowed” 
with respect to such property. The adoption of the 
word “allowed” in the Act of 1924 was thought to 
reflect the confusion of opinion which had thereto- 
fore been represented in the regulations and rulings 
of the Department by a most inconsistent reference 
to such charges as “sustained,” “chargeable,” “al- 
lowable,” etc. The new bill provides that the basis 
shall be diminished by the above mentioned items 
which have since the acquisition of the property 
been “allowable” in respect to the property. In 
addition, if the property was acquired before March 
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1, 1913, the basis (if other than the fair market 
value as of March 1, 1913) is to be diminished in 
the amount of depreciation and depletion actually 
“sustained” before such date. The provision in re- 
gard to adjustments in cases of property ac- 
quired prior to March 1, 1913, was made because 
there was no income tax prior to March 1, 1913, and 
in such cases no depreciation has been “allowed.” 
The use of the word “sustained” in this connection 
seems proper. However, no reason is given for 
inserting the word “allowable” in the place of the 
word “allowed” in the provision as to adjustments 
for charges subsequent to March 1, 1913. Our law 
makers seem to be oblivious of the importance which 
taxpayers have attached to certain words used in 
our laws. If not, then the substitution of the word 
“allowable” in the new bill for the word “allowed” 
in the present act raises a question as to whether 
Congress in enacting the present law used the word 
“allowed” with any definite idea of its significance. 
The same question arises as to the use of “allow- 
able” in the new bill. At any rate, the inconsistency 
in the regulations and rulings prior to the Act of 
1924 is about to be introduced into our income tax 
laws. 


The administrative provisions of our tax law are 
again to be changed if the bill as passed by the 
House becomes a law. Under the present procedure, 
if the Commissioner determines a deficiency in tax 
for a particular year, the taxpayer may appeal to 
the Board of Tax Appeals. If the decision of the 
Board is adverse to the taxpayer, the taxpayer must 
pay the tax. He may then file a claim for refund, 
and bring suit in the Court of Claims or in a dis- 
trict court to recover the tax paid. Under the pro- 
cedure proposed in the new bill, if the Commissioner 
notifies the taxpayer of a deficiency, the taxpayer 
has a right to appeal to the Board as is the case 
under the present law. However, after a decision 
by the Board either the taxpayer or the Commis- 
sioner may have the decision of the Board reviewed 
by a circuit court of appeals or by the Court of 
Appeals of the District of Columbia. This new pro- 
cedure for court review is made to conform as nearly 
as may be to the procedure in a case where the orig- 
inal action is in a Federal district court. The Board 
is given the power finally to determine the facts 
upon which tax liability is based, and the review by 
the courts is limited to questions of law. The pro- 
ceedings on review of the courts will be conducted 
in accordance with rules adopted by the several 
courts of review. 

A further change made by the new bill is that the 
right of the taxpayer to appeal to the Board and 
then to the courts after the Commissioner has deter- 
mined a deficiency for a particular year is the tax- 
payer’s sole right to contest the amount of the tax 
for the taxable year with respect to which the Com- 
missioner has determined the deficiency. The Board 
is given the power to determine the correct tax 
liability for the year in question. It may determine 
the correct amount of the deficiency, whether great- 
er or less than the amount of the deficiency of 
which the taxpayer was notified by the Commission- 


(Continued on page 31) 














The Future of the Estate Tax 


By SIMEON E. LELAND* 


before Congress for consideration. Its fate is 

but one step in a plan for the general revision 
of important sources of Federal revenue. The ma- 
jor proposals are not entirely unrelated. They con- 
cern the estate tax, the continuance of the gift tax 
and the alteration of the normal and surtax rates 
of the income tax. Each proposal deserves careful 
consideration. The need for each as a possible com- 
plement for some other part of 
the revenue system ought not to 
be overlooked. The function of 
the gift tax, for example, seems to 
be to decrease the avoidance of 
the death duties. The interrela- 
tion of the component parts of 
the revenue system of the nation- 
al government is, however, but 
one phase of the proposed reform 
movement which may be dis- 
turbed by ill-considered legisla- 
tion. The contemplated changes 
have already caused the mustering 
of forces for a legislative battle. 
The conflict will be between a re- 
actionary and a liberal fiscal pol- 
icy ; it will be a struggle between 
social interests and individualism ; 
it will reveal a movement to shift 
the tax burdens from one group 
to another. It may call for a post- 
ponement in the liquidation of the 
Federal debt. These possibilities 
should not be forgotten. 


Te future of the Federal estate tax is now 


Of the contemplated changes, the most funda- 
mental is the movement to repeal the Federal estate 
tax. ‘One proposal is for its immediate repeal, an- 
other is for its surrender within a short time. The 
alternative, that it should be strengthened and main- 
tained, has hardly been considered, yet the move- 
ment for repeal means the relinquishment of a mod- 
ern tax instrumentality. The revival of such a tax 
would probably not take place until another emer- 
gency has crept upon the government. In this light 
the repeal would only constitute the surrender of an 
emergency source of revenue, but the step is more 
far-reaching than this. It involves a clash of prin- 
ciples and a choice between conflicting interests. 
The move should be made, if at all, only after the 
most profound consideration of its possibilities and 
after an open recognition of the consequences of the 
course. 


The development of modern death duties is not a 
recent fashion in government brought on by the 
late war, nor is it a provincialism confined to a few 
states. Their growth has been steady and wide- 


* * Faculty, Department of Economics, University of Chicago. 
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spread. Today they are found in all of the principal 
countries in the world: England, France, Germany, 
Italy, Holland, Belgium, Austria, Sweden, Norway, 
Switzerland, Spain, Portugal, Russia, Canada, Aus- 
tralia, New Zealand, Chile, Japan, and South Africa.* 
Their use throughout the British Crown Colonies is 
also practically universal. They are found in Cey- 
lon, the Straits Settlements, Hong Kong, the Ba- 
hamas, the Barbados, Trinidad, Tobago, Jamaica, 
Leeward Islands, British Guiana, 
the Falkland Islands, Fiji and 
Sierra Leone.” Indeed, wherever 
democratic ideas spread the inher- 
itance tax soon manifests itself.* 
Its adoption is not merely a case 
of imitation. The doctrines upon 
which the inheritance tax rests 
are grounded in equity and com- 
mon sense. The use of this rev- 
enue device by modern govern- 
ments should not call for any 
justification. 

Even in the United States the 
employment of a death duty by the 
Nationa! Government is not a new 
thing. The stamp act of July 6, 

- 1797, imposed a small legacy duty 
which was in force up to 1802. In 
1862 a legacy tax was also im- 
posed upon the devolution of per- 
sonal property and stamp taxes 
were required on probates of wills 
and letters of administration. In 
1864 a succession tax supplanted 

the legacy duty and the rates in force were 
somewhat increased. These taxes were repealed 
in 1870 but the probate and administration tax 
continued until 1872. In 1894 Congress included 
in the income tax money and personal property 
acquired by gift or inheritance, but, as the income 
tax law was subsequently declared unconstitutional, 
the inclusion of inheritances was of no avail. The 
next Federal inheritance tax was passed in 1898 and 
continued in force until 1902.4 The antecedents of 
the present estate tax date back to 1916 when rates 
of from 1 to 10 per cent were imposed on estates of 
over $50,000, the maximum rate applying to amounts 
in excess of $5,000,000. These rates were amended 
in 1917, the act of March 3rd increasing the maxi- 
mum and minimum rates to 1% and 15 per cent, 
while the act of October 3rd raised the minimum 
rate to 2 per cent and fixed the maximum rate at 

25 per cent but provided that it should apply only 

to estates of over $10,000,000. In 1918 the minimum 





1cf. Shirras, The Science of Public Finance, pp. 289-90. 
2 Tbid. 
3 Seligman, Essays in Taxation, 9th ed., p. 127. 


‘For description of these laws see Inheritance Tax Laws, Department 
of Commerce and Labor, 1907, pp. 42ff. 
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rate was reduced to 1 per cent, while the maximum 
rate was continued at 25 per cent. In 1924 the maxi- 
mum rate was increased to 40 per cent. Turning to 
the states, the first inheritance tax law was passed 
by Pennsylvania in 1826 and was followed by an 
act in Louisiana in 1828. From this beginning in- 
heritance taxes have spread gradually until they are 
now found in 45 states, in Alaska, Porto Rico, and 
the Philippine Islands; only in Alabama, Florida, 
Nevada, and the District of Columbia are no death 
duties levied. It would seem, therefore, that this 


method of raising revenue is practically universal 
the world over. 


The case against the Federal estate tax is typi- 
cally one of amassing arguments. The complaints 
are enumerated with little or no attempt to present 
a unified argument the parts of which are consistent 
among themselves. The brief commences with an 
attack upon death duties in general. It is alleged 
that this form of tax is the meanest sort of an im- 
post, it being levied upon a man when he is dead 
and upon his family when they are stricken with 
grief, at a time when the resistance to the tax is at 
a minimum. The high rates are next attacked. 
They are objected to because they are confiscatory 
and they are deemed confiscatory because they are 
not nominal. Such rates are seen to require the 
liquidation of estates at depressed values in order to 
meet the payments, a course, in turn, which de- 
stroys capital for current purposes. Moreover, the 
estate tax is deemed an invasion into a field of taxa- 
tion previously appropriated by the states and one 
from which the Federal Government ought to with- 
draw immediately. It is claimed that the estate tax 
is an emergency source of revenue and that in as 
much as the emergency has passed the source of 
revenue should be discontinued. The tax is seen 
as a significant part of the income of the states 
while to the Federal Government it is relatively 
insignificant. The retention of this tax is merely 
one more tendency toward a more bureaucratic Na- 
tional Government. A further claim for the states 
is based upon the fact that, in as much as the pass- 
ing of property at death is controlled by their laws, 
they alone have the right to impose a tax at death. 
Because it is the function of the states to appraise, 
administer and control the property of the deced- 
ent, the administration of the inheritance tax is facil- 
itated, whereas if the Federal Government invades 
this field of taxation it must set up duplicate machin- 
ery. Finally, and as if the other arguments are of 
no avail, it is alleged that wholesale evasion cannot 
be prevented. 

Of this array of arguments there are some which 
merit no consideration whatever; others should be 
examined critically.because of the importance which 
has been attached to them in certain quarters. The 
chief argument advanced in favor of the repeal of 
the estate tax is seldom mentioned, yet it underlies 
practically every statement of the case against the 
Federal tax. The repeal of the Federal estate tax 
is desired mainly because it is a success, while the 
inheritance taxes of the states are not. The Fed- 
eral estate tax possibly functions too efficiently to 
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suit its adversaries. Every year since 1920 the yield 
of this tax has exceeded one hundred million dol- 
lars. In 1921, the year in which the productivity 
of this tax was greatest, the yield was one hundred 
fifty-four millions. Estimates for the year 1925 
place the yield at between one hundred twenty and 
one hundred twenty-five millions. The yield per 
annum has been as follows: 


Yield of Federal Estate Tax 


Year Amount 
i, | RPA Cd A ee Ol tr A $ 6,076,575.26 
EO So hct oe aekiat eee abe 47 452,879.78 
Peete tus ds thus acicks 82,029,983.13 
SR ee en nee oan eee 103,635,563.24 
COPA PR AN 154,043,260.39 
WO Mace, Soe oto eee 139,418,846.04 
BOERS Ss civsne dread deem eeeinen 126,705,206.55 
ais 60 din abies Saetees 102,966,761.68 


Compiled from Reports of Secretary of Treasury. 


All told, from September, 1916, to June 30, 1924, 
the total revenue derived from the estate tax has 
been $762,329,076. For the same period the yield 
of all of the state inheritance taxes was approxi- 
mately four hundred eighty-four millions, or about 
64 per cent of the return from the Federal tax. Tak- 
ing the aggregate revenue from the state taxes from 
1400 to 1924 the yield to the state treasuries is still 
somewhat less than the returns from the Federal 
estate tax since 1916. In 1924, forty-six states col- 
lected eighty-one and a half million dollars from this 
source.t In 1922 the collections were only sixty-six 
millions and in 1908 slightly less than twelve mil- 
lions. The exact returns from the state taxes are 
not readily available for each year, but the fol- 


lowing table will give some indication of their 
yield: 


Yield of State Inheritance Taxes 


Year 


Amount 
| i nn Me Sec 
NN co's a ole Sistas paar we ee 37,078,910 
Sr Parse eee Beg Se 45,770,365 
\ | RR Ce ce ete ee sakes 52,000,000* 
OD oid nbc le bw sie 59,000,000* 
ee ie OT etches tied 66,128,059 
PNR ieclsid oc ti cksoh tacts ese ss 74,895,867 
Oo Rae aes: ee eee 81,500,000* 


Data taken from Financial Statistics of States. 

* Estimates. 

However formidable these statistics may appear, 
it is none the less true that the inheritance tax occu- 
pies only a minor place in the budget of the states. 
For example, in 1923 New York collected $17,856,538 
from inheritance taxes, yet the collections were less 
than 15 per cent of the total tax revenue. Aside 
from New York, the collections in Pennsylvania 
were over seven million dollars greater than any 
other state, being $13,769,477, and as: such were 
about 18 per cent of the total tax revenue. These 
two states collected more in inheritances than any 
other states in the Union, and to a few such states, 
which, however, are the exception rather than the 


1 Page, Our Chaotic Inheritance Taxes, Bulletin, Natl. Tax Asso., Oct.. 


1925, p. 8. The repeal of the Nevada inheritance tax not effective until 
July 1, 1925. 
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eld rule, inheritance taxes constitute a fairly important duties are more productive than in the United 
ol- source of revenue. The relative unimportance of States... The chief trouble with the estate tax is 
ity the inheritance tax to the states as a whole can be not with the rates but with the administration. 
red seen by tabulating the yields of this tax. In 1923, However bad that is, it is superior to that of the 
925 twenty-five states received less than $500,000 from states. 
ind this source; in 1922, twenty-four states were receiv- Moreover, when the high rates are complained of 
= Ing less than that amount; and in 1913 and 1903 the maximum rate in each case is usually cited. 
about the same condition prevailed. In 1903 only The 40 per cent rate in the estate tax has been the 
one state was receiving in excess of two million dol- point on which attention is focused. Few attempts 
lars from this source, but by 1923 eight states were have been made to show that the rates rise gradu- 
Feceiving Over that amount. The number of states ally until that point is reached and seldom is atten- 
receiving various yields is shown in the table fol- tion called to the fact that only very few estates 
lowing: r have been taxed under that rate. In 1923, there 
Yield 1923 — of a 1903 were 14,150 returns filed. Of this number only 
PEI eee ee ee a > 2 9 1 eleven estates were in excess of $5,000,000 and only 
Less than $500,000.......... 25 24 26 24 one estate exceeded $10,000,000. In 1924, of the 
pd - pete becceees : : : : 13,769 returns filed, fifteen estates exceeded $5,000,- 
924 Se a coe 8 - 3 1 000 and five estates were in excess of $10,000,000. 
h ‘ Compited iia Financial Statistics of States, 1923, 1922, and Wealth, More significant than this is the fact that in 1923, 
+ Debt and Taxation, 1913, 1907. 95.66 per cent of the returns were for less than $450,- 
ie : ; 
via From 1916 to 1923 collections have been made =_-‘000 and in 1924, 96.16 per cent of the returns were 
wn by the Federal Government from less than 59,000 below that mark. These estates in 1923 comprised 
Pal estates, and yet over one million persons have died 47.68 per cent of the aggregate value of the net 
vom annually in this country during this period. In New “a. a > ong vty ma Bg 1924 ee 
still York in 1920, there were 144,466 deaths and the ns ae 17:38 | e Re — e estates. In 
eral returns filed for the state inheritance tax for resi- they pai .38 per cent of the aggregate taxes and 
col- dent decedents were 15,019, or 10.4 per cent of the in 1924, 19.48 per cent. In 1923 about one-half of 
this deaths. the taxes (50.48 per cent) were paid by estates of 
ee 1a; less than $2,000,000 and in 1924 this condition was 
The opponents of the estate tax complain that ractically duplicated (49.81: per cent). The effect 
mil- the rates are too high. They see in them an attempt P ee eee ae 
Kay to plunder the wealthy merely because they are rich * he Sign sates, eerebate, is quite limited, affect- 
fol- ‘ 8 ‘ A rs reve ate “4 P : ing only a small fraction of the estates settled. The 
heir ; a ss thed rae 7 “Rs .; pron i i Ar a details for 1924 appear in the following table. Note 
pert ren conte Perino grippers Oy ore. og ‘also how the taxes paid conform to the principle of 
than in the United States, and in those countries, ability to pay: 
even with the smaller incomes and wealth, the death F 
et a - Seligman, State Inheritance Taxes: Possible Methods of Removing 
* States not accounted for filed no report as to yield. Difficulties Through Federal Action. Proceedings, National Conference 
2? Report of the State Tax Commission, New York, 1923, p. 496. on Inheritance and Estate Taxation, pp. 66-7, 69. 
Returns Net Taxable Estate Tax 
: 1 i i WERTH I i ag 
Size net aaa - Busses | oe “Cader — in | ee "Ender" — in ~~ a 
Class | Total Class Class Total 5, ana Class Total — 
No Net Taxable Estate: a 4 a | | | 
| r Gross Estate Under $50,000.. 915 6.65 6.65 | 
— Gross Estate Over $50,000...... _ 2,173 | 15.78 | 22.43 | 
occu- aa are 6,452 | 46.86 69.29 $ 106,510,557 8.33 8.33 | $ 2,058,887 3.11 3.11 
rates. $ 50,000to$ 150,000................ 2,391 | 17.37 86.66 208,210,775 | 16.29 24.62 2,996,421 4.52 7.63 
men 150,000to 250,000... 742 | 539 f 92.05 141,323,297 | 11.06 | 35.68 | 2771504 | 419 | 11.82 
6,538 250,000to 450,000............... 566 | 411 | 96.16 189,961,429 | 1486 | 50.54 5,074,296 7.66 | 19.48 
2 less 450,000 to 750,000............... 266 | 1.93 | 98.09 153,557,185 | 12.01 | 62.55 5,588,959 8.44 | 27.92 
isde | fae an] | eee | Bee) Ge | ee | ee | | Be 
. 1,000, 0) to P QUUYU.....--onneeceee ° . ’ ’ ° 7 ’ ’ be ns 
vania 1,500,000 to 2,000,000................ 36 262 | 99.652 61,601,987 | 4.82 81.71 4,566,336 6.90 49.81 
1 any 2,000,000 to 3,000,000................ 23 167 | 99.819 54,397,330 4.26 85.97 4,890,127 7.39 57.20 
titted 3,000,000 to 4,000,000... 9 | 1065 | 99.884 31.802.981 | 249 | 8846 | 3,481,985 | 526 | 62.46 
4,000,000 to 5,000,000................ 1 .007 99.891 4,774,026 of 88.83 600,825 91 63.37 
These 5,000,000 to 6,000,000................ 4 ie sy 22,004,573 1.72 | 90.55 2,956,914 4.47 67.84 
1 an 6,000,000 to 7,000,000................ i } 
ee 7,000,000 t0 8,000,000. 2 | (015 | 99.935 15,191,970 | 119 | 91.74 | 2,321,395 | 3.51 | 71.35 
: 8,000,000 to _9,000,000............... 
n the 9'000,000 to 10,000,000... 4 029 | 99.964 38,112,381 2.98 | 94.72 6,185,724 9.34 | 80.69 
10,000,000 and over................----+-- 5 .036 | 100.€0 67,511,405 5.28 100.00 12,785,351 19.31 100.00 
o., Oct., , ES ee 13,769 | 100.00 1,278,252.077 | 100.00 66,206,594 | 100.00 
ve until 





Statistics of Income from Returns of Net Income for 1923, p. 43. Data from Returns Filed from Jan. 1, 1924, to Dec. 31, 1924. 
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In this connection it should be remembered that 
the 40 per cent rate does not apply until the estate 
exceeds $10,000,000 and then it applies not to the 
whole estate but only to thé net estate in excess of 
$10,000,000. In as much as the rates rise gradually 
and apply only to the excesses:above given sums, 
the result is that the effective rate on the estate as a 
whole is much reduced. On an estate of $100,000 
the tax is but $500. On an estate of $200,000 the tax 
is but $3,000. On an estate of $1,050,000 the tax is 
$76,000, or but 7.24 per cent of the entire estate, 
though the highest rate applied is 12 per cent. On 
an estate of $10,050,000 the tax is $2,561,000, the 
highest rate employed being 35 per cent, but the 
effective rate on the entire estate is but 25.48 per 
cent. In attacking the estate tax the effective rates, 
which are much lower than the maximum rates pre- 
scribed in the law, are completely neglected. That 
their significance may be more evident the follow- 
ing table is presented: 


Rates Under Federal Estate Tax 


Tax on Effective Rate 
Net Rate of Total Amounts on Total 
Estate Tax in Amounts in 
First Column First Column 
a a <a 
Next 50,000 1% $ 500 5% 
50,000 2 1,500 1.0 
50,000 2 3,000 1 8 
100,000 4 7,000 2.33 
200,000 6 19,000 3.8 
300,000 9 46,000 5.75 
250,000 12 76,000 7.24 
500,000 15 151,000 9.74 
500,000 18 241,000 11.76 
1,000,000 21 451,000 14.79 
1,000,000 24 691,000 17.06 
1,000,000 27 961,000 19.03 
3,000,000 30 1,861,000 23.12 
2,000,000 35 2,561,000 25.48 


In excess of 
10,000,000 a ee Re 
Adapted from Revenue Act of 1924, Guaranty Trust Co., p. 135. 


These rates, which in the aggregate are moderate, 
are objected to because they lead to confiscation and 
the destruction of capital. In this case confiscation 
does not mean the appropriation of the entire estate 
but merely the appropriation of more than the ob- 
jectors desire to surrender. The destruction of 
capital refers to cases where an estate must be sold 
to pay the tax. Yet certainly there is just as much 
capital in the world after the sale as there was prior 
to its consummation. To argue otherwise would be 
like saying that the size of the earth decreases with 
each transfer of land, or that wealth decreases every 
time a certificate of stock is sold on the stock ex- 
change. This destruction, we are told, is brought 
about not only because estate must be sold to pay 
the taxes due, but also because the forced liquida- 
tion depresses values and in turn destroys capital 
for current purposes. Yet surely this cannot fol- 
low, for the depression of values to one means a gain 
to another and a loss of capital to one means more 
liquid capital to others. The world is neither richer 
nor poorer after the transaction, granting that a 
sale must take place, nor is it poorer after the tax is 
paid. But such sales are more than extraordinary. 
Today most men of wealth carry insurance with 
which to pay the inheritance taxes so that a fund is 
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thus set aside to avoid “destroying” their capital. 
Moreover, opportunity is usually given so that the 
tax can be paid out of earnings from the estate. In 
the case of the Federal estate tax the tax is not pay- 
able until one year after death and if the payment 
“would impose undue hardship upon the estate” the 
time may be extended five years from the due date. 
(Sec. 305 [b]). This is ample time for the earnings 
to extinguish the largest tax. In this connection 
the following statement of Dr. E. R. A. Seligman is 
worth noting: 

Moreover, if we regard the social rather than the individual 
situation, the case is still stronger. With capital values in this 
country of some 320 billions of dollars, according to the last 
census, and with a social income of between 55 and 60 billions, 
of which at least one-third is the income of capital, he would 
indeed have some hardihood to assert that an inheritance tax, 
Federal and state, of less than 200 millions, is not paid out of 
the income of the capital. In fact the statistics of the estate 
tax bear out this contention. In the calendar year 1922 the 
gross estates amounted to 2,937 millions; the net taxable estates 
to 1,673 millions and the tax to 119 millions. If we reckon 
interest at the moderate rate of 5 per cent, the gross estates 
would have earned in the very first year 147 millions or far 
more than the tax; and even the net estates would have earned 
enough to pay the tax within 1% years. For 1923 the figures 
are still more convincing on this point; gross estates 2,525 
millions ; net taxable estates 1,374 millions; tax, 69 millions. A 
capital of 2% billions will surely yield more than 69 millions 
of income. Even if we make allowance for the non-productive 
part of the estates these conclusions would not be materially 
altered, * * *% 

When the cry is raised that the Federal estate tax 
invades the field of state taxation, the attempt is 
made to apply to national and state finance a policy 
which is a failure when applied to state and local 
revenues. The principle of separating the sources 
of state and local revenues has completely demon- 
strated itself to be a failure. Not only does such a 
policy prove inadequate in terms of yield but it is 
directly opposed to the fundamental nature of our 
economic life. Wealth is no longer created merely 
in one locality. Fortunes are no longer built up in 
narrow geographical limits. The whole of present 
day society rests basically upon a national rather 
than a local economy. This gives the nation a 
stronger claim for tax purposes than the locality and 
too often, with a provincialism which seems inevit- 
able, it is forgotten that after all we are a nation. 
It is begging the question to say that because the 
states first used the inheritance tax it should go to 
them as a permanent source of revenue. The tax 
ought to be lodged where it can be most efficiently 
administered and where it functions most effective- 
ly. The inheritance taxes of the states are a failure; 
to advocate the surrender of the estate tax is to 
advocate the exchange of a success for a failure. If 
the estate tax is destroyed, the next attack will be 
upon the inheritance taxes of the states. The move- 
ment against the estate tax is more than an effort 
to repeal an emergency tax. And even so, the 
emergency for which it was created cannot be ad- 
judged to have passed until the entire amount of the 
public debt created by the war shall have been re- 
tired. When the last dollar of that debt is paid the 
emergency need may have passed. Then reduction 
may be logically called for, but the repeal of the tax 
is another matter. 
~ 2 Seligman, loc. cit., pp. 58-9. 

(Continued on page 28) 


Will Tax on Corporate Liquidations 
Be Retroactively Increased? 


‘By ARNOLD R. BAAR* 


HE general question of policy involved in an 
attempt to make retroactive changes in any 
substantive rules of the income tax law is 
emphatically illustrated by the proposed change in 
the: treatment of distributions made in liquidation of 
all or a portion of the capital stock of a corporation. 
As the pending bill for the Revenue Act of 1926 
was passed by the House of Representatives, it 
contains in Section 201 (g) the 
following provisions : 

If a corporation cancels or redeems 
its stock (whether or not such stock 
was issued as a stock dividend) at such 
time and in such manner as to make 
the distribution and cancellation or re- 
demption in whole or in part essentially 
equivalent to the distribution of a tax- 
able dividend, the amount so distrib- 
uted in redemption or cancellation of 
the stock to the extent that it repre- 
sents a distribution of earnings or prof- 
its accumulated after February 28, 1913, 
shall be treated as a taxable dividend. 

These provisions would take 
effect, according to the bill, as of 
January 1, 1925, since they are 
included in Title II, which is ex- 
pressly made effective as of this 
date. The significance of the 
change can only be appreciated 
by comparison with the existing 
law as contained in the Revenue 
Act of 1924. One of the most 
significant changes in the law 
made by the Revenue Act of 
1924 was the provision that amounts distributed 
in the cancellation or redemption of all or a 
portion of the capital stock of a corporation 
should be treated as payments in exchange for 
the stock. Under the prior Revenue Act of 1921, 
at least the gain (according to the regulations) 
and perhaps the entire distribution (according 
to the apparent purport of the statute)’ repre- 
sented a dividend to the extent that earned sur- 
plus was distributed in the liquidation or partial 
liquidation of the capital stock. The change made 
by the Revenue Act of 1924 was to remove such a 
distribution of earned surplus from the exemption 
from corporation income tax which applied if the 
gain was received as a dividend by a corporation, 
and to relieve individual recipients from. surtax 
liability upon such gain, by subjecting it to the 
12% per cent capital gain tax at the option of the 
taxpayer. Any loss sustained in such a distribution 
by an individual taxpayer was also brought within 
the limitation (to a maximum tax saving of 12% 

*Of the Chicago Bar. 
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per cent of the loss) upon the deduction of a capital 
loss. An exception, similar in form to the new 
provisions here under discussion, was made for the 
cancellation or redemption of stock with such rela- 
tionship to the distribution of a stock dividend as to 
amount essentially to a taxable dividend distribu- 
tion. 

In the consideration of the Revenue Act of 1924, 
the House voted in favor of tax- 
ing as a dividend upon a liquida- 
tion of stock, “such an amount of 
the gain * * * as is not in 
excess of his ratable share of the 
undistributed earnings and profits 
of ‘the corporation accumulated 
after February 28, 1913,” but this 
restriction was stricken out by 
the Senate and by the Conference 
Committee. Thus the present 
House Bill, while retaining the 
language, of the Act of 1924 di- 
rectly governing liquidation dis- 
tributions, proposes to counteract 
to a great extent the change made 
by that Act by introducing a new 
restriction which, as explained be- 
low, is much less satisfactory than 
that which was eliminated from 
the Act of 1924. Until the House 
Bill was reported from the Com- 
mittee, it had not even been sug- 
gested that the policy incorpo- 
rated in the Act of 1924 would not 
be retained. 

Apparently the provision in question will apply 
to every distribution in partial or complete liquida- 
tion made after January 1, 1925, where the distribut- 
ing corporation had on hand any accumulated earn- 
ings at the time of the distribution and paid more 
than par value or paid-in value to retire the stock. 
Complete liquidation is the cancellation or retire- 
ment of all of the capital stock of a corporation 
upon the distribution of all of its assets. Partial 
liquidation is defined by the statute as the complete 
cancellation or redemption of a part of the stock or 
one of a series of distributions in complete cancella- 
tion or redemption of all or a portion of the stock. 
It is obvious, since every such distribution results 
in the transfer of assets to the shareholders, that 
there is the essential equivalent of a dividend dis- 
tribution whenever the excess of the amount dis- 
tributed over the amount paid in to the corporation 
for the issue of the stock being retired is represented 
to any extent by earnings accumulated after 
February 28, 1913. Even in a complete liquidation, 
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the corporation has the option of first distributing 
its accumulated earnings by means of a dividend, 
and accomplishes the essential equivalent if it 
makes such distribution by means of the liquidation. 


There can be no objection to the recognition of 
the fact that a liquidation distribution has the ef- 
fect of distributing an earned surplus, and therefore 
to tax such a distribution to that extent as a 
dividend is likewise unobjectionable. In fact, it 
has been ably argued in an earlier issue of this 
magazine’ that a correct construction of almost all 
the Revenue Acts prior to that of 1924 would re- 
quire this result. It seems clear, however, that an 
attempt to change a specific statutory rule on the 
subject with substantial retroactive effect is funda- 
mentally inequitable and harmful. 


Many Liquidation Distributions in 1925 


Many millions of dollars in gain have been real- 
ized during the calendar year 1925 upon distribu- 
tions in partial or complete liquidation which 
would not have been made under any circumstances 
except in reliance upon existing law. In many 
cases, most diligent efforts were made and sub- 
stantial attorneys’ fees were paid in order to obtain 
the best available advice, and the stockholders were 
assured that their gains, even though resulting from 
a distribution of surplus earnings, would be subject 
only to the 12% per cent tax upon capital gains. 
The persons who paid for such advice and the at- 
torneys who received fees for giving it are being 
treated most unfairly by the government if the 
liability should now, perhaps twelve months after 
the action was taken, be increased to something like 
20 per cent. It is obviously no answer to the victim 
of such an outrageous proceeding that the tax of 
12% per cent which he contemplated paying will 
be increased to not more than 20 per cent under the 
new bill, as compared with the tax of perhaps 40 
per cent under the Act of 1924, which he would not 
under any circumstances have incurred. 


There is also another side to the picture, in that 
the new bill would under certain circumstances 
give some taxpayers an entirely unexpected and un- 
sought relief from tax liability. One primary pur- 
pose of the change made by the Act of 1924 was to 
subject to the corporation income tax the gains 
realized by corporations upon distributions in 
liquidation of stock held in other corporations, 
which under the prior act were not taxable because 
they constituted dividends from earnings. In every 
such case it would appear to follow from the new 
bill that amounts thus distributed from surplus 
earnings would be subject to no tax if received by 
corporations, since they are to be treated as 
dividends. In addition, if the remainder of the dis- 
tribution, which is treated as payment for the stock, 
amounts to less than the cost, a deductible loss may 
in many cases result from a distribution, whereas 
at the time the transaction was carried out it was 
understood that a taxable profit was being realized. 


Taxation of Liquidating Dividends, by Meyer Kurz, Vol. II, p. 37, 
February, 1924. 
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Individual stockholders may also receive an un- 
expected advantage under the bill in certain cir- 
cumstances. Instead of treating the entire gain 
as a taxable profit, the amount distributed from 
earnings, which may exceed the gain, may be 
reported as a dividend subject only to surtax. The 
remainder of the distribution, which is to be treated 
as payment for the stock, will then be less than the 
cost of the stock, and the difference will be 
deductible as a loss. If the limitation upon a capital 
loss is not applicable, as where the stock has been 
held less than two years, this loss will apply against 
the normal tax as well as the surtax, while the off- 
setting gain is subject to surtax only. The result 
is in effect that the gain will be subject only to sur- 
tax, while the normal tax will be saved upon some 
further amount. In its application to a case of this 
kind, as well as to a case where a corporation ob- 
tains a deduction for a loss, the proposed provision 
is obviously less satisfactory than that which was 
stricken from the Act of 1924, under which not more 
than the gain to each stockholder was to be treated 
as a dividend. 


Whether the retroactivity of this provision would 
result in a preponderance of benefit or detriment to 
taxpayers in the aggregate, such retroactivity is of 
itself most obnoxious. The intelligent administra- 


tion of business and consummation of investment — 


transactions is at best made difficult enough by the 
constantly changing basis of application for Federal 
taxes, but the taxpayer should at least be protected 
in relying upon the permanence of the rules of law 
which are in effect at the time he acts. Even retro- 
active changes in regulations, unfortunate though 
they may be in their consequences, are not open to 
the serious objections which apply to a change in 
the statute, since it is the responsibility of every 
taxpayer and the function of every attorney to 
decide from an examination of, the statute itself the 
extent to which the regulations may be relied upon. 
If, however, Congress is to feel itself free to change 
the statute at will, without limit as to the time over 
which the change shall apply into the past, the ex- 
tent to which a given transaction will involve tax 
liability will become entirely a matter of specula- 
tion. It is obvious that under such conditions the 
operation of any business and the disposition of 


any property will be most seriously hampered and 
obstructed. 


This must be considered primarily upon grounds 
of policy, since the Supreme Court has upheld, in 
the case of Brushaber v. Union Pacific R. R. Co., the 
power of Congress under the constitution to make 
tax legislation retroactive. Notwithstanding this 
decision, however, the Supreme Court probably will 
soon be asked to pass upon the validity of pro- 
visions alleged to be retroactive to an unreasonable 
extent. It is also well recognized, as held in various 
cases involving estate tax, that the objections to an 
retrospective application of a statute are such that 
it will if possible be construed to apply only to 
transactions occurring after its enactment. It 
therefore behooves Congress to exert its power to 


(Continued on page 26) 





The Development of Death Taxes 


By MargorigéE E. SCHOEFFEL* 


kinds :. taxes imposed upon the right of the 

decedent to transfer property, and taxes im- 
posed upon the right of the heir or legatee to 
receive property. The Federal estate tax is of the 
first class. It differs from most state inheritance 
taxes in that it is imposed at graduated rates upon 
the estate as a unit instead of upon 
the distributive shares of the heirs. 


At the -present time there are 46 
inheritance tax laws in operation in 
this country. One is Federal and the 
others are all state laws. There is 
an inheritance tax in every state but 
three: Alabama, Florida and Ne- 
vada, but the other 45 states have a | 
total of 45 varieties. The Philippine 
Islands have an inheritance tax, so 
that the number may be raised to 47. 


TT inas: on estates of decedents are of two 


The Philippines under their law 
have a maximum assessment of 64 
per cent which, combined with the 
Federal Government maximum of 
40 per cent, makes the astounding 
result of 104 per cent. At first this 
sounds preposterous but if a man 
were to die in Manila, for instance, 
leaving an estate of $10,000,000 to 
relatives in the United States, it 
might easily happen that none of 
them would get a cent and his heirs 
might even owe money to the gov- 
ernment, inasmuch as taxes are a 
first lien against property . 

On August 27 of this year Georgia 
passed a bill known as House Bill 
Number 6, which from an inherit- 
ance tax standpoint is of considerable importance. 
In effect, the new law abrogates the old state inher- 
itance tax law. Therefore, Georgia property belong- 
ing to nonresidents who died on or after August 27 
will not be taxed by the State of Georgia. 


It is interesting to trace the historical side of this 
form of tax for the inheritance tax is no new levy. 
It is one of the most ancient of imposts. It was 
levied by the Egyptian government prior to the 
Christian era, and in Rome about the time of Christ. 
It was well established throughout Europe during 
the Middle Ages and was in existence in all the 
principal countries of that continent prior to its 
first having a place on the statute books of the 
United States. It was introduced in this country 
as a Federal tax in 1797. The first state to make 
it a part of its fiscal system was Pennsylvania, in 
the year 1826. 


*Of the Plainfield (N. J.) Trust Company. 
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Our National Government has tapped this source 
of revenue four times. First, as stated, in 1797, when 
a stamp tax was imposed on legacies or any share 
of a personal estate received at the death of the 
owner. The purpose of this law was to raise rev- 
enue with which to pay the cost of the Revolutionary 
War. Without going into details, the rate amounted 
approximately to two-tenths of one 
per cent. Having served its purpose 
in the emergency, the tax was re- 
pealed in 1802. Again during the 
Civil War the Federal Government 
imposed an inheritance tax, fixing 
very moderate rates. The law went 
into effect in 1862 and yielded about 
$1,500,000 annually. It was repealed 
in 1870. Again in 1898, because of 
the expense of the Spanish War, an 
inheritance tax was imposed, the 
maximum rate for direct heirs being 
two and one-quarter per cent. In 
its best year this tax produced $5,- 
000,000 of revenue. It was repealed 
in 1902. This form of taxation was 
not in operation again until 1916 
when a maximum rate of 10 per 
cent went into effect. In March, 
1916, the rate was increased to 15 
per cent; in October of the same 
year it was again raised to 25 per 
cent; and in 1924 the maximum rate 
was increased to 40 per cent, which 
rate, now in effect, is the highest 
ever imposed by the Federal Govy- 
ernment on estates. Experience has 
shown that if a tax rate is made too 
high, it reaches the point of dimin- 
ishing returns. The following figures indicate ‘that 
revenue did not increase proportionately as rates 
went up and that ultimately revenue actually 
decreased. 


In 1917 the total revenue from Federal estate 
taxes was $6,000,000; 1918, $47,000,000; 1919, $82,- 
000,000; 1920, $103,000,000; 1921, $154,000,000. In 
1922, after passing of the Revenue Act of 1921, the 
revenue dropped to $139,000,000. In 1923 it de- 
creased still further to $126,000,000, and in 1924 the 
records show revenue of only $102,000,000. 


Inheritance taxation produces for the Federal 
Government only a little more than 100 million 
dollars annually to meet a budget of about four 
billion. It produces for the states about 20 million 
dollars more than for the Federal Government, the 
total of both national and state revenue being esti- 
mated at somewhere in the vicinity of 225 million 
dollars for this year. 
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One of the arguments for the continuance of this 
tax is that the cost of collection is not high. For 
the Federal Government it is only about one per 
cent and for the states’ not a great deal more. But 
the expense to those who pay it is astounding. An 
heir is supposed to be getting something for noth- 
ing and yet all the legal machinery for taxing such 
wealth provides that the heir must come into court 
and obtain a clearance by paying the taxes before 
he can enjoy his legacy. 

Quite the opposite is true with regard to other 
forms of taxation; the state must go out and find 
the property. ‘All the expense falls upon the state. 
Therefore, to say that the expense of collecting a 
personal tax is so much and the expense of collecting 
an inheritance tax is a great deal less is an unfair 
comparison. The actual total cost of collecting 
inheritance taxes is so high that there is more 
argument against them based on this ground than 
upon the charge that the rates are excessive. 


Specific Illustration 


Take a case, for instance, of a man dying a resi- 
dent of New York State, who leaves an estate valued 
at $10,000,000. Among his possessions are shares 
in a New Jersey corporation valued at $10,000. In 
order to secure a waiver, without which his stock 
cannot be transferred, it will be necessary to sub- 
mit to the New Jersey authorities a copy of his will 
and the inventory of the whole estate. Now if his 
only property outside of New York happened to 
be the few shares of the New Jersey corporation, 
that would not be a serious matter; but more prob- 
ably he will have to file these papers and perhaps 
several others besides with fifteen or twenty states. 
It also happens very often that out of the fifteen 
states, seven or eight administer their nonresident 
taxation in such a way that each of them finds it 
necessary to make the last collection. In other 
words, one state may say, “Your tax here cannot 
be computed accurately until you have paid Ohio 
and Wisconsin.” Now, if it happens that Ohio 
and Wisconsin also find it necessary to be last, 
a deadlock is reached. The tax itself may not be 
high, but if settlement is deferred while all these 
negotiations are in progress, then the cost of col- 
lection from the point of view of the heir is high. 
Nearly all the states have different rates for dif- 
ferent classifications of heirs. For instance, the 
administrator cannot say, “I must pay 6 per cent 
in New York, 8 per cent in Wisconsin, 4 per cent 
in West Virginia and so on.” Far from it. In 
Colorado the tax on $105,000 bequeathed to a widow 
is 4 per cent, the same sum bequeathed to a sister 
is 7 per cent, to an aunt 10 per cent, to a more 
remote relative or one unrelated, 12 per cent. But 
the wife is entitled to an exemption of $20,000, while 
a child’s exemption is only $10,000. The sister’s 
exemption would be only $2,000. The aunt’s ex- 
emption would be $500, and a person who was not 
a relative would have the same exemption. Natu- 
rally this matter of exemptions in effect changes 
the rate, or at least the amount to be paid. 


That is Colorado. Suppose we take Arkansas 
next. The same $105,000 left to a widow or a child 
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would pay 7 per cent, with an exemption of $3,000; 
the sister would have an exemption of $1,000, and 
pay 14 per cent; all of the others enumerated in 
the case of Colorado would pay 28 per cent, and 
have an exemption of only $500. High tax rates 
and the fact that taxes must be paid promptly if 
penalty is to be avoided have led to the writing of 
large sums of insurance to meet inheritance and 
estate taxes and administration expenses. The plan 
of taking out such insurance is rapidly growing in 
public favor. Recently an insurance man was asked 
what the inheritance tax in a certain state would 
be on a half million dollar estate. He pointed out 
that there could be no more absurd question. He 
might just as well have been asked, “How tall is 
a man named John?” The tax varies according to 
the nature of the estate, the class of securities and 
the persons to whom it is distributed. 


A new principle in inheritance tax law, and one 
which is a step toward elimination of overlapping 
inheritance taxes, was established by the United 
States Supreme Court in the case of Frick v. Com- 
monwealth of Pennsylvania. 


On December 2, 1919, Henry C. Frick, domiciled 
in Pennsylvania, died testate leaving an estate 
valued at $145,000,000. Most of the tangible per- 
sonal property not situated in the State of Pennsyl- 
vania consisted of works of art, household furniture, 
automobiles, etc. Such a situation is unusual since 
there are few Frick art collections and still fewer 
art collectors who keep their priceless treasures out- 
side of the state of their legal residence. The aver- 
age man of means today owns little tangible per- 
sonal property away from home. His wealth is 
either in real estate or such intangibles as stocks, 
bonds, notes and mortgages. 


The greater part of Mr. Frick’s tangible per- 
sonalty located in New York State was valued at 
$13,200,000. It was bequeathed to a corporation 
in that state for the purpose of a public art gallery. 
The other part valued at $77,000 went to his widow. 
His tangible personalty in the State of Massachu- 
setts, valued at $325,534, was also given to the 
widow. The will was probated in Pennsylvania 
and letters testamentary were granted there. It 
was also admitted to probate in New York and 
Massachusetts and ancillary letters were granted 
in those states. The Federal Government imposed 
a tax of $6,338,898 on the estate and Pennsylvania 
sought to collect its transfer or excise tax on the 
total estate before the foregoing or other similar 
items were deducted and without any allowance for 
taxes paid in Kansas, West Virginia and other 
states, due on the transfer of stock in corporations 
under their jurisdiction. 


In handing down his decision, Justice Van De- 
vanter stated that while a state may shape its tax 
laws to reach every object under its jurisdiction it 
cannot give them any extra-territorial operation 
since the power to tax tangible personal property 
rests exclusively in the state where the property is 
situated, regardless of the domicile of the owner. 
The exaction by a state of a tax which it has not 


(Continued on page 34) 
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Tax Accounting Bases For 
Commercial Banks 


By RAYMOND R. ANGELL AND WILLIAM H. 
BRISTER* 


a 


ANKS on the accrual basis have paid more in- 
B come taxes in recent years than they would 
have had they been on a true cash receipts and 
disbursements basis. 
In the decision handed down by the United States 


Board of Tax Appeals on the appeal of the Chatham. 
& Phoenix National Bank, the Board outlined cer- 
tain principles and also defined what is required 
when filing under the cash receipts and disburse- 
ments basis, as well as the accrual basis. 


The appeal of the Chatham & Phoenix National 
Bank was against a proposed deficiency assessment 
of about $366,500. The point involved in this case 
was based on the hiatus which occurred between 
the changing from the so-called cash receipts and 
disbursements basis to the accrual basis. The bank 
previously reported discount as income as of the 
time when the notes were discounted, and had, as a 
result of this, reported all discount whether earned 
or received up to December 31, 1917, in that year. 
In 1918, as a result of a request for certain informa- 
tion by the comptroller of currency, the bank 
changed its method of accounting from the so-called 
cash receipts and disbursements basis to the accrual 
basis. By this method it deducted from discount at 
the end of the year the portion which remained un- 
earned at December 31, 1918. The Treasury De- 
partment took exception to this method for the rea- 
son that the unearned portion had been deducted at 
the close pf the year and the portion which was 
unearned at the beginning of the year had not been 
added. 

The bank took the stand that all discount had 
been reported as income at December 31, 1917, and 
that if they were forced to bring into 1918 the un- 
earned portion as of December 31, 1917, it would 
result in double taxation of that portion of the in- 
come which was brought into 1918, and upon which 
a tax had already been paid for 1917. 

The Commissioner refused to allow the bank to 
change its method of accounting for discounts unless 
the bank would amend its returns prior to 1918. 
The bank stood on the statute of limitations as a 
defense and refused to reopen, and it accordingly 
was decided by the Board of Tax Appeals that if 
the bank wished to stay on an accrual basis it would 
have to report as income for 1918 the unearned dis- 
count as of December 31, 1917. 

The text of this decision is of great import to 
banks and banking institutions throughout the coun- 
try in that it defines exactly what is income under 
the law when reporting on the cash receipts and dis- 
bursements basis. and on the accrual basis. The 
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definitions laid down in this decision and in some 
other appeals of like nature, which have been acted 
upon since this decision, have been accepted by the 
Commissioner and, as such, now become the stand- 
ard practice of the Treasury Department. 


Difference in Tax Liability 


Banks on the cash receipts basis pay less taxes in 
years in which tax rates are declining and the bank 
volume of business is increasing. For example: A 
three months’ note discounted by the bank is han- 
dled in the following manner: $985 is credited to 
the borrower’s account and $15 is credited to dis- 
count and in the above decision the $15 discount is 
not income until the note is paid in full; or, in other 
words, if this note was discounted on November 15, 
the discount would not be income for the present 
year, but would be income for the following year. 
Therefore, in years where the tax rates have been 
reduced a bank on the cash receipts and disburse- 
ments basis would pay less taxes, while a bank on 
the accrual basis would pay on a proportion of dis- 
count earned during the current year. For banks in 
commercial centers this would be a large item, 
while banks in residential districts would not be so 
much affected. The tax law gives the taxpayer his 
choice of reporting on a true cash basis or on the 
accrual basis. ; 


The cash receipts and disbursements basis recog- 
nized by the Income Tax Department has been de- 
fined as follows: Under this method of reporting 
income the income must be actually or constructive- 
ly received, and the expenses which are deductible 
must have been actually paid within the year for 
which the return is made. Approximated or antici- 
pated income is not income under the ruling and 
does not become income until it has been received, 
as outlined above. Therefore, the putting of dis- 
count on commercial paper in the discount account 
when the note is discounted and reporting it as in- 
come for that year is incorrect. It was defined by 
the Board that this discount or interest was not re- 
ceived until the note was paid, or, in other words, 
discount was actually paid to the bank at the matur- 
ity of the note instead of in advance. It can readily 
be seen that, under the almost general method of 
bookkeeping in banks which are not on the accrual 
basis, this discount has been reported in a present 
year when it should be reported in a subsequent 
year. An observation which has been made by 
many bankers is that the discount is approximately 
the same at the beginning as at the end of the year. 
This is, however, beside the point for the ruling 
states distinctly that if the bank is reporting on the 
cash receipts and disbursements basis it must be 
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strictly receipts and disbursements and not part re- 
ceipts and part accrual. The income tax law con- 
templates the reporting’ of income on one or the 
other two basis, namely, cash receipts and disburse- 
ments or accrual. It is accepted that one or the 
other will correctly reflect income, but if a combi- 
nation of the two is used it will not correctly reflect 
income, and returns made on the basis of part cash 
and part accrual would not be acceptable under 


Cash Receipts and Disbursements Basis 
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this ruling. 

We have prepared the following example to illus- 
trate fully these points. 

The example is based on a bank with an invested 
capital of $200,000 with income of $85,000. Dis- 
count on unmatured paper amounted to $30,000 and 
unearned discount on the accrual basis was $15,000. 
The tax for the year 1921 is figured below on the 


two accepted bases. : 
Accrual Basis 


1921 1921 
a MUNN CNN oo 65 oh «- cca xv arene $ 85,000.00 PE CE SOE TAO MO Tacs oie so. oo ieee ocd acne wicivdinct sin atbaien $ 85,000.00 
Discount uncollected, 1920..................... *10,000.00 Unearned discount, Dec. 31, 1920...........0..: *10,000.00 
$ 95,000.00 $ 95,000.00 
Deduct: Discount uncollected Dec. 31, 1921..... 30,000.00 Deduct: Discount unearned Dec. 31, 1921....... 15,000.00 
| $ 65,000.00 $ 80,000.00 
OL OCR OTE RTE PTT 19,000.00 EE 6B Suee eein BS AS 19,000.00 
ne PINE Ss i he tsk 46,000.00 EEE SHOOIINE = o:d 5s stawiccics bla cmac See Beane eee 61,000.00 
Excess profits tax— : . Excess profits tax— 
$40,000.00 taxable at 20 per cent.............. 8,000.00 $40,000.00 taxable at 20 per cent.............. 8,000.00 
6,000.00 taxable at 40 per cent.............. 2,400.00 21,000.00 taxable at 40 per cent.............. 8,400.00 
Normal tax— Normal tax— 
Ween ONE ase Sree Re caweead $46,000.00 I INE oi oo: 5s 69-0 Scale desiaions $61,000.00 
eS & A eee 10,400.00 Rr, Be Lhe sess. Gis 16,400.00 
| a 2,000.00 CBS, CROMIDUION a5 ons ooieiew sees bs 0 58% 2,000.00 
(Ee ae tr eee eer eT ree $33,600.00 Balance ..........e0eeceeee e+ ees $42,600.00 
ere ME Meee. COGS 66 cs dides-couwbanel vs 3,360.00 CMe ER TS OP DENN. 6. sialic cies ox cae oeiesalunes's 4,260.00 
MT TN ih la i ie eis ise Nat gta Maman eee $ 13,760.00 ———— 
OG TE vores Beh 5 es he Gc SS Mage Seen $ 20,660.00 
1922 1922 
MTN nia g Ob in, 4 S.die bain o.a etn wee eee $100,000.00 FORD SUN ocr inns aldo tale gh es gieie 'w cutis end ere ere eels $100,000.00 
Discount uncollected (above)................... 30,000.00 Discount unearned (above)........ a te, Se 15,000.00 
$130,000.00 $115,000.00 
Deduct: Discount uncollected Dec. 31, 1922..... 40,000.00 Deduct: Discount unearned Dec. 31, 1922,..... 18,000.00 
TE Sore an vw ge cu tse soe aadowne toe $ 90,000.00 ee Ee ee Oe nr eae ae eee $ 97,000.00 
ay Oe Be I ONE clk oi cscs eeeoecu een $ 11,250.00 TE EE Er OE CI oie. oko othe oes Fees eieies $ 12,125.00 
Total Total 
OE cd db Ress ble toh bw oSlale olaioeaee $13,760.00 BL Enid seen vd ded aide epee meee $20,660.00 
PE Pade de tsceeta noncht doakionataae 11,250.00 i EG PR a OPER SERS I SO A 2 = 12,125.00 
$25,010.00 $32,785.00 
PAINT TUNE OR oh gg coacig'in Gecascony igre Mlocatioauisici eauenae ds: aia Ae OUTS Pula e UU LU ee oi a ee eee $32,785.00 
re Pre Ir UES ois hie Sk Choke eceke ck coco dee node dees aklehoies eeccls Lea ake ot an 25,010.00 
Aree ener III Ur RUC IN I Bas ea hw ss dis «argue oo bua: Hd alow da wes SSO CAT hectan . Ube $ 7,775.00 
* Item of $10,000.00, which is added in both bases for 1921, is an amount put in to demonstrate the principle of bringing into the current year 
the amount which is uncollected, on the one hand, or unearned, on the other, at the end of the previous year. 





Taxation of Associations as Entities Upheld 
By the United States Supreme Court 


HE taxation of associations and joint stock com- 
panies in the same manner as corporations was 
held constitutional by the United States Supreme 
Court in Burk-Waggoner Oil Association v. George 
C. Hopkins, Collector. 

The plaintiff, an unincorporated joint stock asso- 
ciation under the laws of Texas, contended that 
what in the levy of the income tax on the Associa- 
tion is called its property and income is in law the 
property and income of its members; that owner- 
ship receipt and segregation are essential elements 
of income which Congress cannot affect; that con- 


sequently income can be taxed by Congress with- 
out apportionment only to the owner thereof; that 
the income of an enterprise when considered in its 
relation to all others than the owners is not income 
within the purview of the Sixteenth Amendment; 
and that thus what is called the income of the As- 
sociation can be taxed only to the partners upon 
their undistributed shares of the partnership profits 
for otherwise such a distribution would neither en- 
rich, nor segregate anything to the separate use of 
a partner. The Association further contended that 
while Congress may classify all recipients of income 
upon any reasonable basis for the purpose of im- 


(Continued on page 25) 
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HIS is an ungrateful world. There are those here in 

Washington and elsewhere no doubt who, though accept- 
ing the assertion that the House bill is, as claimed, a non- 
partisan measure, are not so surely convinced that it is not 
a politically minded measure. For example, with a fre- 
quency distressing to many Congressmen who affect a halo 
of highmindedness, attention is called to the possibility that 
the increase in the personal exemptions may exempt some 
three or four million voters and previous income taxpayers 
from any income payments at all. In deference to votes 
some cynics say that both the Democrat and Republican 
are “two souls with but a single thought, two hearts that 
beat as one,” and therein they would account for the non- 


partisan aspects of some of the undesirable features of the 
bill. 


The most general criticism which has been made is in 
respect of the increase in personal exemptions. In view 
of the low rates even under the Revenue Act of 1924, there 
is hardly anyone who can plead that the tax has worked a 
hardship on those in the lower income ranges. The in- 
crease in the exemptions, as many have noted, tends to 
make the income tax a class tax and thus vulnerable in 
later years to the charge that it is a socialistic, bolshevistic 
means of “soaking the rich.” . Friends of equity in taxation 
and the promotion of a general interest in governmental 
affairs deplore the increase in personal exemptions made in 
the House Bill. While the charge made that it is a “sop 
to the little fellows in order that the big fellows may make 
a big haul” is probably unfair, some better justification for 
its retention than has yet been made needs to be offered in 
order to overcome a growing conclusion that this feature of 
the bill is not in conformity with what may properly be 
viewed as tax reform. 


The tax rates as adopted by the House are- not yet the 
final mandate of Congress. There are many here in close 
touch with the right wing of the Capital who expect that a 
maximum surtax rate of 25 per cent is the lowest that can 
be expected. The conservative Republicans are, of course, 
expected to support the 20 per cent maximum schedule 
adopted by the House, as will also such conservative Demo- 
crats as Underwood of Alabama, Bruce of Maryland and 
Glass of Virginia, but a coalition of the liberal elements of 
both parties makes an increase in the maximum surtax of 
the Senate bill far from an improbability. The expose by 
the Senate Investigating Committee is likely to cause some 
of those who appear willing to fall in line with the Old 
Guard to assert their independence in voting. The Christ- 
mas visit with the “folks back home” and the reaction on 
tax issues thereby obtained may also have a material effect 
on the Senate vote. 


Among the interesting criticisms by the Couzens Investi- 
gating Committee of the interpretation made of certain fea- 
tures of the revenue laws by the Bureau of Internal Rev- 
enue is that pertaining to discovery value. With reference 
to credits given the Freeport Texas Sulphur Company, the 
United Sulphur Company and the Texas Sulphur Com- 
pany, L. H. Manson, chief counsel for the committee, de- 
clared that the sulphur deposits of these companies upon 
the basis of which liberal “discovery” allowances were made, 
were discovered long before these companies began opera- 
tion, and that the only ground for granting a “discovery” 
value was that the Bureau held the law to mean that until 
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the extent of a deposit, or the use of it as a practical meth- 
od of recovering it is found, no discovery is made. He con- 
tended that the application of this theory at some future date 
would permit someone to claim “discovery” of the Atlantic 
Ocean as a salt deposit, provided a method is found to 
make recovery of salt therefrom commercially practical. 


Many taxpayers have offered up a requiescat for the pub- 
licity of tax returns, forgetting that it was not in the House 
but in the Senate that this feature of Revenue Act of 1924 
had its origin. If present signs are not amiss there is 
going to be a herculean effort in the Senate on the part of 
its previous advocates to make the amount of income. taxes 
paid a matter of public record the same as prevails in the 
case of property tax payments. 


The administration economy program has not yet devel- 
oped all of the refinements in expense saving, it seems, that 
are applied abroad. For example there is the case of the 
thrifty British income tax authorities who send income tax 
receipts with advertisements on the back. In view of the 
fact that first class hotels have predominated in taking 
space and that the income taxes in Great Britain takes 
away a large proportion of income, British taxpayers see in 
these advertisements of luxurious hotels the development 
of a sardonic humor on the part of the tax collectors. 
While the taxpayer wonders how he can satisfy his staple 
domestic needs, they inform him where he could perhaps 
but for the tax live in luxury. 





No part of the hearings before the Ways and Means Com- 
mittee gave rise to more speculation and comment than the 
activities of the so-called tax clubs which sojourned to 
Washington. Possibly less wonder would have been at- 
tached to the directing forces behind these organizations but 
for the fact that the two largest and most active tax clubs 
were from Texas and Iowa. It may have been a mere co- 
incidence, but it will be remembered that Wm. R. Green, 
chairman of the Ways and Means Committee, who was not 
in sympathy with a number of the features of the Mellon 
plan two years ago, is a representative from Iowa, while 
Mr. Garner, Democratic leader, who was a chief culprit in 
emasculating the same tax plan, is a representative from 
Texas. 


Some very unkind words have been said about the some- 
what roughshod methods which the Iowa and Texas Tax 
Club are alleged to have resorted to. Representative James 
Frear who was pronounced persona non grata on the Ways 
and Means Committee by the regular Republican organiza- 
tion intimated rather unequivocally in a Parthian shot upon 
leaving the Committee that the two tax “clubs” were ap- 
propriately named. 


With reference to the tax clubs, Representative Frear 
relieved himself in his farewell to the Ways and Means 
Committee before the House in part as follows: 


“These ‘tax clubs’ knew little about taxation as a rule. 
They were generally composed of newspaper men, bank- 
ers, and small political wire pullers, including state political 
chairman brought here to ‘reach’ Congressmen and to cre- 
ate a political backfire that would stampede Congress. 


“In the case of the Iowa Club, out of the 45 tax clubbers 
mentioned who came a thousand miles or more at some- 
body’s expense, 15 or more were newspaper men who came 
to Washington to tell their Congressman he would be de 
feated for re-election unless he followed instructions from 
these men who spoke for Mr. Mellon. These 45 clubbers 
came here to ‘get’ two members of the Iowa delegation and 
their methods were as gentle and persuasive as a highway- 
man with a blackjack. * * * If such threats are not re- 
sented and such methods exposed, there will be no limit 
to the servility of Congress when required to do whatever 
is demanded of it in the future by these powerful financial 
and political agencies. Refusal to contribute to Republican 
and Democratic committees in this day and age are unan- 
swerable surtax-cut arguments.” 


Representative Frear is inclined to blame Secretary Mel- 
lon for the activities of the various tax clubs. We do not 
believe that such accusations are warranted. If all of the 
charges against Secretary Mellon and the Treasury Depart- 
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ment of initiating tax propaganda were true, it would have 
been necessary for them to have entirely neglected their 
governmental duties. As a matter of fact, the public knows 
that the Treasury Department has been administered with 
exceptional efficiency. 


The policy of the United States with reference to inter- 
yational debt settlements presents some interesting features 
which have recently been the subject of discussion, and 
which may shortly be aired in Congress. The question is 
whether the government is really maintaining its oft asserted 
principle that none of the debts will be cancelled. 


Three years ago the official position of the United States 
government was stated as follows: The American govern- 
ment is not in favor of the cancellation of any part of the 
Allied debt. As a matter of fact the Administration cannot 
cancel the debts without authority from Congress and Con- 
gress specifically prohibits by law the cancellation of any 
part of the Allied debt to the United States. The law cre- 
ating the Debt Funding Commission contemplates that the 
debt be refunded into obligations payable in not less than 
twenty-five years and the rate of interest not less than 4%4 
per cent. Officials of both the executive and legislative 
branches of the American government do not believe the 
American people would sanction or tolerate any cancella- 
tion of Allied debts to this country when the effect of such 
cancellation would be ultimate heavier taxation for this 
country. As it is the American government is counting 
upon the recovery of a very large part of the Allied debt, 
both principal and interest, and the use of this, instead of 
funds from new taxes, for the liquidation of Victory and 
Liberty bond obligations. 


Since that time numerous important debt settlements 
have been negotiated. The British agreement, while nomi- 
nally providing for payment in full, really works out as a 
cancellation of approximately 24 per cent of the total. The 
Belgian settlement amounts to a 55 per cent cancellation, 
and the recent Italian settlement to approximately 76 per 
cent cancellation.. During the ill-fated French negotiations 
the best French offer amounted to about a 60 per cent can- 
cellation, while the American commission offered to settle 
on a basis of approximately 40 per cent cancellation. Start- 
ing out with the principle that there should be no cancella- 
tion of debts, the American commission has steadily pro- 


gressed to a point where very substantial cancellations have 
been agreed upon. 


Nor is this all. The recent settlements have provided for 
extraordinarily small payments during the early years. For 
example, while the obligations of Italy will rise to 80 mil- 
lion dollars a year for the sixty-second or final year, for 
the first five years they are to be only 5 million dollars a 
year, and from the sixth to the fifteenth years only 18 mil- 
lion dollars a year. There is also beginning to be a good 
deal of informal talk to the effect that these later payments 
may be subsequently scaled down—in the light of economic 
developments in future years. 


Substitution of a graduated surtax on corporations for 
the 12% per cent flat rate now in effect, as advocated by 
Senator Jones (Dem., N. M.), is likely to meet with a gen- 
erally favorable reception. The graduated tax on corpora- 
tions is advocated by Senator Jones, a leading Democratic 
member of the Senate Finance Committee and a member 
of the Couzens’ investigating committee, as a means of 
discouraging the accumulation of excessive surpluses, which 
later may be distributed as stock dividends tax-free. Sena- 
tor Jones is drafting an amendment to provide for a gradu- 
ated tax on corporations, which is expected to provide for 
rates ranging from 5 to 25 per cent. The maximum is placed 
at the latter figure in contemplation of the maximum sur- 


tax for individuals being finally fixed at that level by the 
new law. 


A challenge to American chauvinists who oppose insti- 
tution of agencies for peaceful settlement of international 
disputes and at the same time bewail high taxes, is sounded 


in the following trenchant paragraph from Secretary Mel- 
lon’s annual report: 


“It is of interest to point out the proportion of govern- 
ment expenditures which are due to war. While it is not 
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possible to segregate entirely all expenditures which might 
fall in this category * * * the expenditures which are 
directly or indirectly attributable to war and the national de- 
fense compose over 80 per cent of total Federal expendi- 
tures. The amounts spent by this Government in aid of 
agriculture and business, for science, education, better roads, 
and other constructive efforts are insignificant when com- 
pared with outlays due to war and national defense. This 
will be the inevitable situation as long as war is the method 
of settling international disputes. These facts should be 
faced squarely by those who clamor for reduced government 
expenditures and at the same time oppose the world’s ef- 


forts to devise rational methods for dealing with interna- 
tional questions.” 


The Treasury Department is in dire need of a first class 
crystal gazer. The hard headed actuaries ot the Department 
can, with uncanny accuracy, furnish estimates on almost 
any future eventualities where financial data are involved, 
but they do not essay any soothsaying concerning the ac 
tions of Congress. But in providing forms for payment 
of taxes on income for 1925 by March 15, someone must 
anticipate the provisions of the new law, or make arrange- 
ments on the basis of the existing law. 

The Treasury Department had expected to send out on 
January 1 new forms, based on the Act of 1924, but as this 


is written it seemed probable that they would be held up 
for an alternative plan. 


Large government payments falling due about March 15 
make it impractical to postpone the date of the initial tax 
payments for the taxable year 1925, even though it now 
seems improbable that the new law will be passed by that 
date. Treasury officials have been considering the allow- 
ance of an arbitrary discount on taxes computed on the 
basis of the Revenue Act of 1924, with later adjustments 
to conform to the new law. Just before Congress adjourned 
for the holiday vacation there was not much hope held out 
for the enactment of the new law by March 15. The bill is 
expected to be in the hands of the Finance Committee until 
the latter part of January, and few look for a final vote 
in the Senate before March 1, if then. After that two 
weeks are likely to be taken for harmonizing the House 
and Senate bills and the Conference bill must then be con- 
sidered by both chambers. If the bill is signed by the 
President by March 15, it will be at least a month thereafter 


before Treasury regulations have been prepared interpreting 
the new law. 


A subscriber sends in the following clipping with the re- 

. mark: “This strikes me as funny.” If there is anything 
funny about taxes, we want to print it. We don’t know 

the author of this jingle, but it sounds like Walt Mason: 


“While I’m feeeling hale and heary I’m an optimistic party 
and I’ll smile with any smarty as I pay the taxes due; I will 
sing and smile and chortle at the tax-collector’s portal, but 
alas, I’m only mortal, soon my journey will be through. I 
have saved some silver pieces which are stored in large 
valises, that my loving aunts and nieces may not suffer when 
I’m dead; it would soothe me when I perish if § knew the 
ones I cherish would not hear the sound night-marish of 
the tax collector’s tread. When I’m in a churchyard sector, 
with the blessing of the rector, then will come the tax col- 
lector, saying to the mourner’s pale, “Where’s the money 
you inherit For the Government must share it, from your 
keeping I must bear it—where’s the plunder, where’s the 
kale?” I’ll be lying cold and senseless, down and out and 
all defenseless, while the mourners, sad and penceless, are 
reduced to scrubbing floors; they will have to sew and 
launder while the tax collectors ponder o’er the coin they 
hoped to squander in the large department stores. It’s a 
crime, I long have ranted, taxing people when they’re 
planted, spoiling all the dreams enchanted of our legatees 
and heirs. ‘Pay up gayly,’ is my motto, ‘in the tax col- 
lectors’s grotto,’ but no tax collector ought to chase me up 
the golden stairs.” 
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American Farm Bureau Federation Would 
Tax Stock Dividends 


ETENTION of the tax on gifts, taxation of 

stock dividends and continuation of the present 
surtax rates in the higher income brackets are some 
of the principles embodied in the Federal tax pro- 
gram of the American Farm Bureau Federation. 

Following is an outline of the tax tenets advo- 
cated: 

1. Increase in the personal exemptions from the normal 
and a decrease in the normal tax rate; 

2. Tax no incomes under $5,000; 

3. Réduction in normal tax rates as the total reduction 
decided upon will permit; 

4. Retain the differential in favor of earned incomes; 

5. Prefer to collect through the higher rate brackets. 
Present rates not unjust; 

6. Tax at proper rates undistributed profits of corpora- 
tions; 

7. Tax stock dividends; 

8. Curtail sharply nuisance taxes, particularly on auto 
accessories, autos and trucks. A form of sales tax, and 
sales taxes are generally objectionable; 

9. Capital stock tax should remain; 

10. Amend Section 5219, Revised Statutes, so as to re- 
move restrictions of states to tax national banks as other 
banks and banking institutions are taxed; 

11. Federal Government should stay in the inheritance 
or estate tax field. Those domiciled in states having an in- 
heritance or estate tax should be permitted to deduct up to 
75 per cent of the Federal tax when making return to the 
Federal government; 

12. Opposed to the abolition of the gift tax. 


Recovery of Taxes Paid After Expiration 
of Statutory Period 


N view of the court decisions that have been ren- 
dered holding that a collector cannot be enjoined 
from collecting taxes by distraint after the expira- 


tion of the statute of limitations, the question of’ 


what remedy the taxpayer has in such an event is 
of special interest. 

In the case of the New York & Abany Lighterage 
Co. v. Bowers, the United States District Court, S. 
D. of New York, held that the taxpayer could re- 
cover taxes which it had been required to pay where 
the assessment had been made within five years 
from the date when the return was filed, but where 
the distraint proceeding took place after that time. 

In this connection the opinion of the Court of 
Claims of the United States in the recent decision 
rendered in Toxaway Mills, a Corporation v. The 
United States is noteworthy. 

The plaintiff sought to recover certain income, 
war tax, and excess-profits taxes for the year 1917. 
It was not contended that there was an excess in 
amount of taxes exacted over the amount properly 
due but that the taxes were collected after the ex- 
piration of the statutory period, on the grounds that 
a waiver of limitations for collection of 1917 taxes 
executed before enactment of the 1921 Act was not 
continuing and that the Commissioner’s indorsed 
approval after enactment of the 1921 statute did 
not constitut2 a consent in writing under Section 
250 (a) thereof. The Court of Claims held to the 
contrary and thereby found the tax to have been 
collected within the statutory period. 
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However, the Court in its opinion incidentally 
considered the question of a taxpayer’s right to re- 
cover taxes paid after the statutory period as fol- 
lows: 


The plaintiff’s contention that the act furnishes a right to 
recover all taxes collected after the expiration of five years 
from the date of the taxpayer’s return presents a theory that 
manifestly cannot be sustained unless it be held that the limita- 
tion prescribed by the Act of 1921 operated not alone upon the 
remedy but also upon the right of the Government to collect 
and hold additional taxes after the end of the statutory limita- 
tion, even though such additional taxes were proper liabilities 
of plaintiff before that time. The general rule unquestionably 
is that the statute of limitations operates only to bar the rem- 
edy and does not extinguish the right. This is said in Brent v. 
Bank, 10 Peters, 596, 616, to have been laid down by the court 
as an established principle. The plaintiff is here suing the 
United States and it is not the case of the United States suing 
the plaintiff for additional taxes. In the latter case, if sued, 
he could plead the statute or not plead it, as he might elect. 
It is a personal privilege. See Kendall case, 14 C. Cls. 122, 
123, which distinguishes between the meaning of the statute 
of limitations applicable to claims against the Government as- 
serted in this court and a general statute of limitations applic- 
able to individuals. See Kendall case, 107 U. S. 123. The dis- 
tinction is made plain in Finn’s case, 123 U. S. 227, where the 
statute of limitations is held to be jurisdictional in the Court 
of Claims. It is there said (p. 232) that the general rule that 
limitation does not operate as a bar, but is a defense which 
may be pleaded or waived, has no application to suits in the 
Court of ‘Claims against the United States. See also Camp- 
bell v. Holt, 115 U. S. 620, 625. Nor is the statute such an one 
as was considered in Philips v. Grand Trunk Ry., 236 U. S. 
662, 667, and Kansas City Southern Ry. v. Wolf, 261 U. S. 133, 
139. The exceptions which it provides preclude the idea that it 
was intended to bar all right of the Government and absolutely 
wipe out the taxpayer’s liability for taxes which had not been 
properly returned by him. If all obligation for the taxes was 
extinguished at the end of the five-year period, it would seem 
that the Government could never set up this tax liability as a 
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counterclaim under the broad terms of the second paragraph 
of Section 145 of the Judicial Code. By an act to amend the 
Revenue Act of 1921, enacted in 1923, 42 Stat. 1504, provision is 
made for suits by the taxpayers to recover taxes they may 
have paid in excess of the amounts properly due under the 
taxing acts. The course open to a taxpayer where taxes are 
illegally exacted is to pay them and sue for their recovery. 
See Graham v. duPont, 262 U. S. 234. But it is to be observed 
that the Government is not under obligation to provide a rem- 
edy through the courts. See Babcock case, 250 U. S. 328, 331. 
There is no implied promise on the part of the United States 
to, repay to a taxpayer an amount of taxes which he was liable 
for, and the burden is on him to show that the Government ex 
aequo et bono is bound to refund the amount which he paid.* 
See Bailey v. Railroad Company, 22 Wall., 604, 638; Page v. 
Skinner, 298 Fed., 731, 736. See also the case of United States 
v. Chamberlin, 219 U. S. 250, 260. 

The petition should be dismissed. And it is so ordered. 

GraHAM, Judge; Hay, Judge; Downey, Judge; and Boor, 
Judge, concur. 


Over 100 Million Dollars in Tax Refunds 
Paid During Fiscal Year 1925 


EFUNDS of taxes totaling $107,253,329.95 were 

made by the Income Tax Unit of the Bureau 

of Internal Revenue during the fiscal year 1925, the 

annual report of the Commissioner of Internal Rev- 
enue discloses. 


In addition $273,815,890.26 was allowed taxpayers 
in the form of abatements and credits. The interest 
paid on amounts refunded or credited, under Section 
1324 (a) of the Revenue Act of 1921, was $29,432,- 
762.78. The number of claims on which refunds, 
credits or abatements were made was 43,627, while 
claims involving $271,274,434.21 were rejected. The 
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number of claims on hand at the close of the fiscal 
year was 73,441, compared with 79,956 at the end 
of the previous fiscal year. 


A total of $326,755,536.73 in additional taxes was assessed, 
and of this amount $144,646,530.53 represented “jeopardy 
assessments,’ which are subject to claims in abatement. 
In addition to the additional assessments and jeopardy col- 
lections, $37,868,460.15 was made available for immediate 
collection through the rejection of claims in abatement and 
claims for credit of taxes. 


The total number of cases by tax years, including those 
reopened as a consequence of claims filed, pending before 
the Income Tax Unit at the close of the fiscal year, com- 
pared with the number on hand at the close of the two 
previous fiscal years, was as follows: 


Total 

Return audited Onhand Onhand On hand 

Years to date 1925 1924 1923 
ee eee 73,241 ee tb boca ue. ae 
ee 705,702 372,200 a 2 Bee ee 
ES re 1,003,510 380,045 718,812 1,167,000 
eee 1,101,111 171,221 353,781 1,190,902 
MD. ccclcedsudd 1,457,374 90,746 166,484 458,205 
ee eS 1,458,663 12,155 61,327 103,198 
ae ae 1,254,725 6,002 19,364 84,323 
WF. So siclaieee 1 300, 225 3,417 8,773 28,916 
fy Eee ee 8,354,561 2,001,084 2,430,055 3,032,544 


The number of cases pending before the unit was reduced 
by more than 400,000 during the last fiscal year. The Com- 
missioner states that it is difficult to wipe out the balances 
pending for 1917, 1918 and 1919 cases because of the con- 
tinued reopening of cases by receipt of claims. The report 
states that a’ recent survey for these years revealed the 
fact that 89 per cent of the cases pending had been previ- 
ously closed and were reopened on claims. The operations 
of the Internal Revenue Bureau during the fiscal year 1925 
under the Revenue Act of 1924 and other internal revenue 
tax legislation resulted in the collection of $2,584,140,268, 
compared with $2,796,179,257 during the fiscal year 1924, a 
decrease of $212,038,989, or 7.6 per cent. 


The income tax collections for the fiscal year 1925 
amounted to $1,761,659,049.51, compared with $1,841,759,- 
316.80 tax collected from income for the fiscal year 1924, a 
decrease of $80,100,267, or 4.3 per cent. The collections made 
during the first six months of the fiscal year 1925 embraced 
payments of the third and fourth installments of the tax 
due on income in the calendar year 1923, together with 
additional collections on assessments made for prior years, 
which amounted to $780,611,221, compared with $821,259,- 
551, representing payments of income tax for the corre- 
sponding six months of the fiscal year 1924, a decrease of 
$40,648,330, or 4.9 per cent. The collections made during the 
last six months of the fiscal year 1925 embraced pavments 
of the first and second installments of the tax due on in- 
comes in the calendar year 1924, together with additional 
collections on assessments made for prior years, which 
amounted to $981,047,827, compared with $1,020,499,763 for 
the corresponding period of the fiscal year 1924, a decrease 
of $39,451,936, or 3.9 per cent. The tax on the returns of 
net incomes of individuals and corporations filed for the 
vear 1924 was at the new rates provided for in the Revenue 
Act of 1924, approved June 2, 1924. 


Miscellaneous Court Decisions 


Insurance Company Reserve Funds.—Additions made 
during 1916 to reserve funds for liability or unsettled loss 
claims are not allowable deductions under Section 12, Revenue 
Act of 1916, although denominated a reserve fund by the state 
statute or officer. Supreme Court of the United States in The 
United States v. Boston Insurance Company. 


Taxation of Bequests.—An amount received under a will 
from the income of an estate is taxable income to the bene- 
ficiary, though he had no interest in the principal other than 
the receipt of income during life. Plaintiff held not entitled 
to recover taxes paid on such income. Court of Claims of 
the United States in Catherine M. Drexel v. The United States. 
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Income from Exchanges of Stock.—An exchange in 1916 
of capital stock of one corporation for that of a successor cor- 
poration was held by the Court of Claims of the United States 
in Edward A. Noll v. The United States to have resulted in a 
taxable gain where the stock received exceeded in value the 
original stock and represented different interests in the busi- 
ness. 


Income Taxable to a Lessor.—Where the lessee guaran- 
teed certain dividends on the lessor’s stock and, instead of pay- 
ing the rental direct to the lessor paid to the latter’s stock- 
holders (aside from itself) a proportionate amount of such 
rentals, the payments were nevertheless taxable as income to 
the lessor.—Court of Claims of the United States in The 
American Telegraph & Cable Company v. The United States. 
The lessor in the case was the American Telegraph & Cable 
Company and the lessee was the Western Union Telegraph 
Company, which in 1922 owned 23,094 shares of stock of the 
American Telegraph & Cable Company. 


Holding Companies, Taxation of—Owning stock, receiv- 
ing and distributing dividends, endorsing notes of subsidiary 
companies, and purchasing bonds for retirement or sinking 
fund purposes, do not render a holding company liable to tax 
as doing business.—Circuit Court of Appeals for the Third 
Circuit in International Salt Company v. David W. Phillips, 
Collector. 


Partnership Profits—Where a partner who had the right 
to demand 60 per cent of the commissions received by the 
firm as selling agents for mills controlled by him before any 
distribution of firm profits, relinquished this right in consid- 
eration of payments to him or his nominee of all the com- 
missions from three of the mills, these payments were held 
not to have been profits of the firm.—Circuit Court of Appeals, 
2nd Circuit, in Frank K. Bowers, Collector, v. The New York 
Trust Company et al. 


Community Property.—The District Court of New York 
neld in Ormsby McKnight Mitchell v. Frank K. Bowers, Col- 
cector, that a husband’s assignment to his wife of half his 
partnership income did not relieve him from liability for in- 
come tax on the entire share. “The agreement of sub-partner- 
ship here (in New York) does not like the Community Law 
transfer legal title under fixed rules of law to the wife, but 
creates in her at most an equity in income already vested by 
law in her husband.” 


Taxation of Associations As Entities 
Upheld By the United States 
Supreme Court 


Continued from page 18 


posing income taxes at different rates, or for other 
purposes connected with the levying and collection 
of such taxes, it cannot tax the income of the Asso- 
ciation, for that would make out of a business 
group, whose property under the law of the state 
is owned by the members individually, an entity 
capable of owning property and receiving- income; 
that to attempt this would constitute not classifica- 
tion but an unlawful evasion of the State’s exclusive 
power to regulate the ownership of property within 
its borders. A number of other allegations were 
made against the constitutionality of the taxation of 
associations as entities. The Association contended 
finally that there is a conflict between the specific 
provision of the Revenue Act of 1918 for the taxa- 
tion of partnership income to the members only and 
the definition of the term corporation in Section 1. 

The Court, however, found no conflict or am- 
biguity of meaning in the terms of the statute as 
they affect taxation of associations. 
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The term partnership, says the opinion, as used in these 
sections obviously refers only to ordinary partnerships. Un- 
incorporated joint stock associations, although technically 
partnerships under the law of many states, are not in com- 
mon parlance referred to as stich. They have usually a 
fixed capital stock divided into shares represented by cer- 
tificates transferable only upon the books of the company, 
manage their affairs by a board of directors and executive 
officers, and conduct their business in the general form and 
mode of procedure of a corporation. Because of this sem- 
blance in form and effectiveness, these business organiza- 
tions are subjected by the Act to these taxes as corpora- 
tions. 

* * * ‘Tt is true that Congress cannot convert into a 
corporation an organization which by the law of the state 
is deemed to be a partnership. But nothing in the Constitu- 
tion precludes Congress from taxing as a corporation an 
association, which, although unincorporated, transacts its 
business as if it were incorporated. The power of Congress 
so to tax corporations is not affected by the fact that, under 
the law of a particular state, the association cannot hold 
title to property, or that its shareholders are individually 
liable for the association’s debts, or that it is not recognized 
as a legal entity. Neither the conception of unincorporated 
associations prevailing under that law of the association to 
its shareholders, nor their relation to each other and to out- 
siders, is of legal significance as bearing upon the power of 
Congress to determine how and at what rate the income of 
the joint enterprise shall be taxed. 


Will Tax on Corporate Liquidations Be 
Retroactively Increased? 
(Continued from page 14) 


pass a retroactive law only with an appropriate 
recognition of the manifest limitations of fairness 
and reasonableness which are implied by the ex- 
istence of the power. 
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The action of Congress upon prior. revenue legis- 
lation indicates that it does not properly appreciate 
the meaning and effect of retroactive enactments of 
this kind. The debate on the floor of the Senate in 
connection with the amendment of March 4, 1923, 
to the Revenue Act of 1921, indicates that it was 
regarded as almost immaterial whether that change 
of law was given effect upon the passage of the 
amendment or from the preceding January 1. The 
application of Sections 204 (a) (7) and 204 (a) (8) 
of the Revenue Act of 1924 to transactions occurring 
as far back as January 1, 1918, and January 1, 1921, 
aroused a storm of protest, even though tax liabil- 
ity was not affected prior to January 1, 1924. Every 
one of the Federal income tax laws adopted under 
the Sixteenth Amendment has applied many months 
prior to its enactment. To an extent which has 
not been adequately recognized, the opposition of 
taxpayers to the war-time levies was due not nearly 
so much to the high rates as to the determination 
of liability long after the income-producing trans- 
actions had been completed. In numberless in- 
stances, a sense of injury and bitterness was justi- 
fiably aroused by the imposition of a much greater 
burden than that which was contemplated when 
the action was taken. 


Even a change for the benefit of the taxpayers, 
such as a reduction of rates, involves seriously ob- 
jectionable consequences when made substantially 
retroactive. The retroactive reduction of 25 per 


. cent in income taxes of 1923, which was made by 
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the act passed in June, 1924, presented to the 
Bureau of Internal Revenue one of its greatest 
problems, according to the Annual Report of the 
Secretary of the Treasury for 1924, which points 
out that the reduction of approximately $100,000,- 
000.00 in taxes required the allowance of more than 
2,000,000 cash refunds and in addition almost 


2,000,000 credits and adjustments. A similar situa- 
tion will probably result in the coming year from 
the effort to reduce 1925 taxes in 1926. 


Much more vital and serious, however, than con- 
sistency in principal and economy in administra- 
tion is the observance of fundamental morality in 
legislation. Reliance upon the continued applica- 
tion of the existing law to currently completed 
transactions is an essential condition of the consum- 
mation of business transactions. To betray this 
confidence, as threatened in the present instance, 
would involve grave and dangerous possibilities 
for the future. These objections to the particular 
provision relating to liquidations may readily be 
removed by inserting a few words to make it apply 
only to a-cancellation or redemption occurring after 
December 31, 1925. This change undoubtedly will 
be urged upon Congress by those directly inter- 
ested. All persons concerned in any way with the 
shaping of the revenue legislation should unite in 
recognizing and in impressing upon Congress the 
inherent and far-reaching harmfulness of any sub- 
-stantial retroactivity in revenue laws. 
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The 1926 Tax Return Dilemma 


(Continued from page 5) 


discussed in the press or elsewhere. The new bill, 
for instance, applies surtaxes to distributions made 
during 1925 in liquidation, or partial liquidation, to 
the extent that they are in effect an ordinary divi- 
dend, whereas the present law expressly provides 
that the capital gain tax may apply to the entire 
distribution. This might add thousands to the taxes 
of persons who carried out such transactions in reli- 
ance upon the existing law. The bill also proposes 
to deny any refund, on any ground, to any taxpayer 
whose liability has been the subject of a possible 
appeal to the Board of Tax Appeals. This would 
discriminate against taxpayers whose cases have 
been closed early, in the event of any decision or 
change in the regulations such as frequently occur, 
as in reference to stock dividends and community 
property. All these features must be debated, com- 
promised and worked out in practicable form. The 
bill, moreover, contains numerous provisions which 
may add thousands of dollars to tax liability in par- 
ticular cases but which have received no publicity 
because of their technical character, and were first 
made known when the Committee bill was intro- 
duced. These provisions must be debated, com- 
promised and worked out into acceptable form. 


On the basis of the above considerations, it seems 
obvious that the new law will not be enacted in time 
to prevent a hopeless jam at the end of the tax 
return filing period. The Treasury Department has 
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heretofore required from three to six months to 
write regulations interpreting a new law. It re- 
quires at least a month for the preparation of new 
tax return forms. It takes approximately a month 
to distribute these forms to the various collectors. 
Meantime, if an emergency measure extending the 
time for filing returns under the 1924 law is not 
enacted and returns are not filed under the existing 
laws by March 15, heavy penalties will be incurred. 


By attempting to enact a revenue revision one 
year and three months after it takes effect, Congress 
promises a repetition of the 1924 situation, when 
the retroactive reduction of 1923 rates resulted in 
the allowance of over $100,000,000 in tax re- 
funds to 2,200,000 taxpayers and in addition credit 
adjustments to 1,900,000 cases, which the Secretary 
of the Treasury said was one of the largest prob- 
lems ever presented to the Bureau of Internal Rev- 
enue. 


What should the taxpayer do? The Treasury De- 
partment, which had forms based upon the 1924 law 
ready for distribution, according to latest informa- 
tion, has decided not to send them out. A proposal 
is being considered for computing the tax which 
would be due under the provisions of the Act of 1924 
and then allowing a flat percentage discount on that 
amount, final adjustments in accordance with the 
new law to be made after its enactment. Under the 
circumstances, a postponement of the date for filing 
returns this year would be desirable, but owing to 
the heavy debt payments which must be met on or 
about March 15, the Treasury will be in dire need 
of the first payments on income taxes due for the 
taxable year for 1925, so such an arrangement is 
impractical. The only course open to taxpayers is 
to mark time until forms and definite instructions 
for filing returns are provided. If it appears that 
prolonged Senate debate is inevitable, Congress may 
be urged early in the year to make a flat rate deduc- 
tion for the taxable year 1925. 


The Future of the Estate Tax 
(Continued from page 12) 


Moreover, if the Federal estate tax is abolished 
the conflict between tax jurisdictions will never end. 
Today, many states tax not only all of the property 
within their own borders but they seek to tax the 
property of their dead citizens wherever it may be 
located. The result is that many taxes are imposed 
upon an estate where but one is due. Letters of ad- 
ministration are frequently taken out in over twenty 
states. At times as many as five states have col- 
lected taxes on the same property. In order to show 
the severity of this multiple taxation a few instances 
have been cited where the taxes have consumed the 
entire estate. These are hypothetical examples based 
upon maximum rates in the laws applicable to col- 
lateral heirs and strangers to the blood.*’ The result 
is an exaggerated situation analogous to the em- 
phasis on the 40 per cent rate in the estate tax. 
Actually the results of multiple taxation seldom 


1Cf. Belknap, State and Federal Policies of Inheritance or Death Tax- 
ation, Proceedings, Academy of Political Science, Vol. XI, No. 1, pp. 
87-8. An assumed case is here given where the combined rates aggregate 
305 per cent. 
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confiscate the entire estate, but yet its consequences 
are stfficiently grave to warrant the application of 
a remedy. The duplicate taxation of inheritances 
will continue as long as the regime of state death 
taxes continues. The remedy for this situation is 
not the abolition of the Federal estate tax. Instead 
of repealing this law a more progressive step would 
be to abolish the state death duties. If the revenue 
from the inheritance tax is needed by the states a 
plan for dividing the yield between the Federal and 
state governments could be devised, but under any 
circumstances one tax would be better than forty- 
Six. 

Those who favor the repeal of the estate tax paint 
alluring pictures of the ability of interstate agree- 
ments to eliminate the severity of multiple taxation. 
This plan has been tried before but with no success. 
The interests of the states are not identical. The 
borrowing states are unwilling to compromise with 
the creditor states. Conventions and conferences 
have failed to sway the recalcitrant commonwealths. 
Reciprocity clauses have been placed in state in- 
heritance tax laws and the reciprocity has been nil. 
A few states having eliminated objectional features 
from their laws and having suffered losses of reve- 
nue for their altruism have been forced to retrench 
and have followed the tactics of the others. Only 
the most naive optimist can see hope through agree- 
ments among the states. The repeal of the Federal 
estate tax will not promote these agreements. If 
they are to come they ought to precede, not follow, 
agitation for the repeal of the Federal law. And if 
uniformity throughout the nation is desirable in in- 
heritance taxation, it is difficult to conceive how it 
can ever be realized through state enactments. 

At the present time, under no circumstances 
should the Federal estate tax be abolished. As long 
as some states, such as Alabama, Florida and Ne- 
vada refuse to enact inheritance tax laws, the exist- 
ence of such tax refuge havens can practically nul- 
lify the effect of numerous state enactments, no 
matter how perfect they may be. The existence of 
such areas for tax avoidance can completely deprive 
the nation, in the absence of a Federal law, of any 
share in the wealth created by the nation as a whole. 
When such states will not, then the Federal Govern- 
ment must insist upon the collection of death duties. 
Hardships to those states which have inheritance 
tax laws has in a measure been prevented by the 
enactment of the 25 per cent rebate for state taxes. 
Thus if a state does not care to impose a death duty, 
the Federal Government will collect one. If a state 
so desires it can regulate its inheritance tax so that 
its treasury c4n get full benefit of the Federal credit. 
A few states, among them New York and Pennsyl- 
vania, have so amended their laws as to gain the full 
benefit of this rebate. The possibilities of this credit 
should be fully developed so that a few states can- 
not undermine the structure of the whole system of 
inheritance taxation. The Federal Government 
alone is in a position to protect the majority from 
the creation of other “Floridas.” If necessary this 
allowance for state taxes can be extended so that if 
the state rates reach a given point full credit can be 
allowed for state taxes. Or the allowance might be 
used to remove obnoxious multiple tax features 
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from state laws by making its availability condi- 
tional upon compliance by the states with definite 
standards of tax liability. Co-operation between the 
nation and the states is no more fanciful than inter- 
state comity among our separate commonwealths. 
If its possibilities are limited then only additional 
chaos will ensue if the tax is abandoned to the 
states or if the possibilities of Federal pressure are 
completely removed. 

Finally it should be recognized that the Federal 
estate tax is a logical accompaniment of the income 
tax. It presents the means for mitigating the con- 
sequences in income taxation brought about by the 
existence of tax exempt securities." The income 
tax up to the present time has proved ineffective 
to cope with the growing volume of non-taxables. 
Lower rates of surtaxes are advocated as a rem- 
edy, but the effectiveness of this solution is doubt- 
ful. However, even though tax exempt securities 
are not taxable under the income tax, their immu- 
nity from taxation does not extend to the estate tax. 
They may escape the levy upon income but they 
cannot escape the death duty. If it is true that 
those with larger incomes are converting their earn- 
ings into non-taxables it would seem that the estate 
tax is certainly needed as an offset for the temporary 
tax avoidance. If it is repealed it will enhance the 
value of tax exempt securities, and will increase the 
difficulties of the Federal Government in taxing 
incomes. 

Upon the balancing of all considerations the 


1See Green, The Federal Inheritance Tax and Its Relation to the 
States, Proceedings, of the National Conference on Inheritance and 
Estate Taxation, 1925, p. 89. 
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future of the Federal estate tax ought to be as- 
sured. It should not be repealed, but rather ex- 
tended until, instead of forty-five state inheritance 
taxes, there is but one Federal tax. Its present suc- 
cess warrants its continuance, not its abandonment, 
If it is to supplant the state taxes, changes in rates 
and exemptions doubtless will be needed. It is like- 
ly too that both shares and estates should be taxed, 
but these are details which can be easily worked 
out once the policy for the future is determined. 
Moreover, division of yield with the states is an- 
other matter which can be so adjusted that the 
returns to the states will not be impaired. The 
gains from a Federal death duty in lieu of the 
present policy of state and national taxes are many. 
Foremost among them is the achievement of uni- 
formity and universality, with the elimination of 
jurisdictional conflicts and destruction of areas of 
tax avoidance. The ability to adjust rates to avoid 
confiscation or too steep progression are possible 
here as in no other case. The simplification of tax 
procedure and the minimizing of administrative 
costs will be welcome to all except those who now 
thrive on the complexity of present laws. Efficient 
administration, backed by the support of the income 
tax unit, offers hope of relief from the methods pre- 
vailing in some states. The revenue possibilities 
for the future need not be doubted but can be easily 
increased. The course for the future seems cléar. 
If it is a choice between the Federal estate tax and 
the state inheritance taxes, let the Federal tax be 
chosen. Through it the interests of the nation and 
the citizens of the nation can best be served. 
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Changes in the House Bill Affecting 


Taxable Income — 
(Continued from page 8) 


er. In order to determine the correct deficiency for 
any taxable year the Board may consider such facts 
with relation to the taxes for other taxable years 
as may be necessary correctly to redetermine the 
amount of the deficiency, but in so doing it may 
not determine whether or not the tax for any other 
taxable year has been overpaid or underpaid. Fur- 
thermore, if it finds that there is no deficiency and 
that the taxpayer has made an overpayment of tax 
with respect to the year in question, the Board may 
determine the amount of the overpayment, and it is 
provided that such amount shall be credited or re- 
funded to the taxpayer, when the decision of the 
Board has become final. The decision of the Board 
becomes final when it has been passed upon by the 
courts, if either the taxpayer or the Commissioner 
appeals from the decision of the Board. This new 
procedure applies in the case of deficiencies in tax 
under prior revenue acts, where the determination 
of the Commissioner is made after the passage of 
the new law. Only the new procedure as to court 
review will apply to cases pending before the Board 
when the new Act is passed. 

If any criticism may be made with respect to this 
new procedure it is in regard to the abolishment 
of the taxpayer’s right to file claims for refund for 
any year involved in a deficiency determination from 
which the taxpayer has a right to appeal to the 
Board and then to the courts. The abolishment of 
the right to file claims for refund in such case means 
that if the Commissioner determines a deficiency for 
any year, the taxpayer must raise all questions 
which he desires to raise, and he cannot later file a 
claim for refund if he later finds that he has made 
an overpayment. Furthermore, it puts upon the 
taxpayer a burden of defending the case in the 
courts, and before the Supreme Court if the Govern- 
ment does not acquiesce in the decision of.the Board 
or the circuit court of appeals. Similarly, if the de- 
cision of the Board is adverse to the taxpayer, he 
must appeal to the courts within ninety days after 
the Board renders its decision. If the taxpayer does 
not do so, he cannot later file a claim for refund for 
the year in question. 

If there were not a similar limitation upon the 
Government, this provision, abolishing the right to 
file claims for refund where the taxpayer has had a 
right to appeal to the Board and the courts, would 
be decidedly disadvantageous to the taxpayer. The 
new bill proposes such a limitation upon the Gov- 
ernment. After the Commissioner has notified the 
taxpayer of a deficiency he has no right to deter- 
mine an additional deficiency in respect of the same 
taxable year, except in the case of fraud and except 
as is allowed by the Board of Tax Appeals when 
the case comes before it. The Board is given power 


to prescribe under what circumstances and at what 
times the Commissioner may assert before the Board 
a greater deficiency than that of which the taxpayer 
was notified. 

It is made clear in the new bill that the taxpayer’s 
right of appeal to the Board may not be defeated 
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by the Commissioner. Cases which have arisen 
since the passage of the Act of 1924 have brought 
to light a possibility that under the present law the 
purpose of the Board may be defeated by the Com- 
missioner. The new bill provides that the taxpayer 
may enjoin the making of an assessment or the col- 
lection of the taxes pending the time when the deci- 
sion of the Board becomes final. 

The taxpayer is not denied the right to file claims 
for refund for a particular year on account of his 
being notified of a mathematical error on the face 
of the return. If the taxpayer is notified that, on 
account of a mathematical error appearing on the 
face of the return, an amount of tax in excess of that 
shown upon the return is due, and that assessment 
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of the tax has been or will be made on the basis of 
what would have been the correct amount of tax 
but for the mathematical error, the taxpayer will 
have no right to file an appeal with the Board based 
upon such notification. Since he has no appeal to 
the Board, the taxpayer is not denied the right later 
to file a claim for refund for that year. 

Thus in the future where the taxpayer has a right 
to appeal to the Board in regard to his tax liability 
for a particular year, the Government can not reopen 
the case for that year and neither can the taxpayer. 
Taxpayers who have been subjected to several aud- 
its and re-examinations will appreciate the benefits 
which may be derived from this procedure. Pos- _ 
sibly a less direct benefit may also be derived by 
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the taxpayer. According to a statement made by 
the Solicitor of Internal Revenue at the hearing 
before the Ways and Means Committee, there are 
now pending in the Treasury Department approxi- 
mately 78,000 active claims for refund. The ex- 
pense of handling these claims has some effect upon 
the amount of taxes the taxpayer is required to pay. 
However, it may be doubtful whether the new pro- 
cedure will reduce the number of claims for refund. 
Taxpayers who have not had the right to appeal to 
the Board may file refund claims, and if the num- 
ber of taxpayers affected by decisions of the Board 
which are contra to the regulations of the Depart- 
ment is any evidence of the number of claims filed 
or to be filed, it would not seem that the number of 
the claims will decrease. Claims filed, whether ac- 
tive or not, increase the work of the Department 
and the contingent liability of the Government to 
the taxpayers. 

This procedure assumes that the Board will re- 
view the taxpayer’s entire liability for the year in 
question. Points not raised by the taxpayer, the 
Commissioner, or the Board can not be made the 
subject of a claim for refund later. This properly 
puts the burden upon the taxpayer to raise all the 
points which he may ever wish to have considered. 
If, however, the taxpayer is going to expect the 
Board to give him relief due him but not asked for, 
this would seem to be a burden that should not be 
placed upon the Board. Over nine thousand peti- 
tions have been filed with the Board since it was 
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created in 1924. The chairman of the Board stated 
before the Ways and Means Committee that peti- 
tions were being received at the rate of 250 per 
week. It would seem that the Board has enough 
work to do in deciding these cases upon the issues 
raised by the pleadings, and that the taxpayers 
should not expect the Board to take up any work 
of investigation. The Board is not an investigating 
committee either for the Government or for the 
taxpayer. The fact that because of improper plead- 
ings the taxpayer has not had his true tax liabil- 
ity determined by the Board is no reason why he 
should be allowed later to file a claim for refund. 
The disadvantage of abolishing claims for refund 
where the taxpayer has had a right to appeal to the 
Board and to the courts arises from the fact that this 
new procedure is based upon the theory that the 
taxpayer with a small tax liability in question will 
have the same right as the taxpayer contesting a 
large tax liability. Theoretically, he will have, but 
from the practical standpoint he will not have. It 
is somewhat absurd to say that a taxpayer who is 
contesting a proposed deficiency of $200 may have 
the decision of the Board reviewed by a circuit court 
of appeals and have the decision of the circuit court 
of appeals reviewed by the Supreme Court. In 
many cases such a taxpayer can not afford to appeal 
to the Board. Nevertheless under the proposed 
procedure if he does not appeal from the Board’s 
decision, the taxpayer must pay the amount of the 
claimed deficiency and he can not later file a claim 
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for refund. This is true, though in a similar case 
where the amount involved is sufficient to justify 
an appeal, the Supreme Court upholds contentions 
similar to those of the taxpayer who did not appeal. 


The new provisions in the revenue bill which are 
here discussed should receive as careful considera- 
tion by the taxpayers as the provisions which are 
decidedly in the taxpayer’s favor and which have 
come to the attention of the taxpayers because of 
the publicity given. The reduction in the normal 
tax and surtax rates, the increased exemptions for 
both single and married persons, the increase of 
maximum earned income from $10,000 to $20,000, 
the repeal of the gift tax, the reduction of the 
estate rates and the increase of the credit allowed 
for inheritance and estate taxes paid to the states, 
and the repeal of the “nuisance” taxes, etc., are all 
a part of the tax reduction expected by the taxpay- 
ers. These advantages clearly outweigh the disad- 
vantages discussed. Is it necessary, however, that 
the new tax law contain new disadvantages? The 
welfare of both the Government and the taxpayer 
should be considered in determining this question. 
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the power to impose, according to Justice Van De- 
vanter, constitutes the taking of property without 
due process of law, in violation of the Fourteenth 
Amendment of the Constitution of the United States. 


The three definite points decided by the Supreme 
Court in this case are concisely summarized in the 
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3. That in the absence of an express statutory provision 


in the state law authorizing such deduction, the state is 


not required to deduct the federal estate tax before arriving 
at its own tax. ; 


The refunds involved in the Frick case will be 
well in excess of $1,000,000. 
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Significant Decisions of the Board 
of Tax Appeals 


Accrued Income, Taxability of —The taxpayer was tax- 
able only on the amount of salary actually received in 1922, 
where the corporation was without funds to pay a large 
omen accrued therefore on its books.——Appeal of Harry W. 

ilson. 

Affiliation—The same family owned all of the stock in 
two electric companies, one of which practically purchased all 
the electricity generated by the other, and the husband voted 
all the stock. The Board held that the companies were affili- 
ated for 1919, and the deficiency, if any, should be computed on 
the basis of a consolidated return— Appeal of Tri-County 
Light & Power Company. 

A ruling by the Department holding a consolidated return 
improper for 1920 did not constitute an overruling of a deter- 
mination requiring a consolidated return for 1919, though the 
conditions affecting affiliation were the same—Appeal of 
Mather Paper Company. 

Burden of Proof.—The burden of proof to show that an 
assessment has been barred by the statute of limitations is on 
the taxpayer.—A ppeal of Edward M. Lawrence. 

Where a penalty is not asserted as part of the deficiency, the 
burden of proof is on the Commissioner to show that a return 
was false or fraudulent.—Appeal of F. W. Lukins. 

Business Expenses.—Expenditures made by a corporation 
for the purpose of inducing a relative of the president and 
principal stockholder to cease activities which were damaging 
to the financial affairs of the president and incidentally endan- 
gered the business of the corporation were not allowed as 
necessary business expenses or losses of the corporation.— 
Appeal of Forty-Four Cigar Co. 

No deduction for the year 1919 was allowed a corporation 


for increases in salaries for that year agreed upon after the 


close of the year.—Appeal of Arter Paint & Glass Co. 

Capital Expenditures.—Expenditures made in the devel- 
opment of patents, processes, etc., are capital expenditures and 
should be restored to surplus, though previously treated as 
operating expenses.—A ppeal of Goodell-Pratt Company. 

Amounts expended by a new partnership to discharge an 
obligation assumed by it for certain members of the new 
partnership and of its predecessors to compensate a retiring 
member for his interest, not including goodwill, in the prior 
partnership, were held to be capital expenditures.—Appeal of 
Sir William Plender et al. 

Estate Income.—The taxpayer as administrator made 
return and paid tax on the transfer of the estate of Nathaniel 
Whitman in the year 1919 and claimed the right to deduct the 
transfer tax from the return of income for the estate. The 
Board held that the New York State transfer tax was a proper 
deduction from income of an estate and that the tax is there- 
fore not deductible by the beneficiaries thereof.—Appeal of 
Farmers’ Loan & Trust Company, 

Gross Income.—Merchandise withdrawn by the taxpayer 
from his stock in trade for personal use added to the gross 
income in the year withdrawn.—Appeal of P. P. Sweeten. 

Additional income for prior years is income to a taxpayer, 
keeping accounts on a cash calendar year basis, in the year in 
which it is received.—Appeal of M. E. Farr. 

(Continued on page 36) 
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Now Ready—— 


Montgomery’s Manual of 
Tax Procedure 
for 1926 (aArs 


URRENT tax problems have developed to the 

point where preparing each year’s return is 
only part of your work. You must be prepared also 
to handle appeals, hearings, and reviews as neces- 
sary. When important decisions are handed down 
which may mean big refunds, you want to be in 
position to act promptly, and before it is too late, 
to recover. anything due your company or your 


clients. 
Offers the Counsel 
of an Acknowledged Authority 


Montgomery’s 1926 manual enables you to meet these 
changed conditions. It is the personal work of Robert H. 
Montgomery, Counselor-at-Law and member of the firm of 
Lybrand, Ross Bros. & Montgomery. The information 
which it contains is based upon sound procedure as deter- 
mined by decisions of the courts and Board of Tax Appeals 
and upon Treasury regulations and rulings issued during 
ten years’ experience under five tax laws. 


This edition, because of the increasing amount of ma- 
terial which must be presented, is divided into two volumes. 
The first is devoted to the Income Tax; the second treats 
the Excess Profits, Estate, Gift and Capital Stock Taxes. 


The value of this 1926 manual will not be lessened or affected 
by the passage of the new tax law during 1926. You need have 
no hesitancy in availing yourself of its interpretative counsel 
regarding questions now pending or of the precautions and pro- 
tection which it supplies for making returns covering the past 
years’s operations. 


Explains in Detail 
Tax Board Decisions and Practice 
Mr. Montgomery’s complete treatment of cases an@ pro- 
cedure before the Board of Tax Appeals alone will”make 


his manual a necessity to every accountant, to every cor- 
poration official, to every lawyer, and to every banker. 
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Already more than 1,000 decisions have been handed 
down by this Board. Many of the changes in Treasury 
Department rulings which these entail are nothing short 
of revolutionary. Thousands of returns.are affected. 


For this volume, Mr. Montgomery has digested and ar- 
ranged according to subjects every case decided. On each 
decision in which questions of principle, or important points 
are involved, he gives in full his personal comments. This 
service cannot be duplicated elsewhere. 


Only in this manual, too, do you get constructive and 
detailed explanations of what must be done in presenting 
cases before the Board, together with helpful suggestions 
regarding what should be done. 


The Only Complete Manual of 
Excess. Profits Tax Procedure 


During the past year, there have been handed down 
decisions of far-reaching importance to every corporation 
which paid excess profits taxes. One, recently made public, 
may involve refunds of hundreds of millions of dollars. 


In view of these developments, and in view also of the 
fact that most of the cases now up for appeal involve the 
excess profits tax, a book of procedure under it becomes 
vitally necessary. Mr. Montgomery has brought together 
for his manual everything to date regarding this tax—the 
law, regulations, rulings, and decisions since 1917. Nowhere 
else in print is anything like this available. 


Have Both Volumes Sent You Postpaid 


HE price of this two-volume manual is $18.00. Singly, 

Volume I, Income Tax Procedure (2100 pages) is 
$12.00; Volume II, Excess Profits, Estate, Gift, and Capital 
Stock Tax Procedure (850 pages) is $6.00. 


To secure the maximum benefit of the protection which 
these volumes afford, you want them as soon as possible. 
Get your order in now—use the form below. 


The Ronald Press Company, Publishers — 15 East 26th Street, New York, N. Y. 





THE RONALD PRESS COMPANY, 15 East 26th Street, New York, N. Y. 


USE THIS ORDER PORK ——————— 





Send me postpaid immediately the tax manual or manuals by Robert H. Montgomery which I have checked below: 


(11 Income Tax Procedure—1926. 


2.00. 
(1 Excess Profits, Estate, Gift, and Capital Stock Tax Procedure—1926. $6.00. 


Within five days after their receipt, I will send payment in full as 


them to you. 
Name (Please print) 


COOPER eRe HEE EEE EEE HEHEHE HHH EEE EEE EES 


stated above. Or, if the volumes are not satisfactory, I will return 
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Inventories, Valuation of—An inventory taken at cost 
may not on account of shop-worn and out-of-style goods be 
reduced by a straight percentage basis to determine market 
value.—A ppeal of Orents Department Stores, Inc. 

Income from Trust, Gift of —Where a taxpayer is the 
sole trustee of an estate in which he holds the beneficial inter- 
est for life, with remainder to his daughter, and makes a gift 
to the daughter of the income from the trust during each 
year of his life, it was held by the Board that the income is 
taxable to him as his distributive share of the trust under Sec- 
tion 219 of the Revenue Act of 1918 and Revenue Act of 1921. 
—Appeal of Gideon N. Stieff et al. 

Jurisdiction of the Board—In conformity with the deci- 
sion in the Appeal of Alfred C. Ruby, the Board held that the 
consent of the parties cannot confer jurisdiction on the Board 
where it does not exist by statute—Appeal of Mohawk Glove 
Corporation. 

The acceptance or rejection of amended returns submitted 
to the Commissioner by taxpayers is a matter of internal ad- 
ministration in the Bureau of Internal Revenue and beyond 
the Board’s jurisdiction—Appeal of Kunkel & Company} Inc. 

Life Insurance, Taxability—Policies of life insurance 
taken out by the decedent, a resident of Tennessee, and made 
payable to his estate, were not receivable by the executor 
within the meaning of Section 402 (f£) of the Revenue Act of 
1921, applying to the Federal estate tax.—Appeal of Julia S. 
Lucky et al. 

Lease Improvements.—A lessee holding option of the 
renewal of his lease, and making permanent improvements on 
the leased premises, is entitled to exhaust the cost thereof over 
the remaining term of his lease plus the renewal term thereof, 
unless the life of the addition is less than such period.—A ppeal 
of Kunkel & Company, Inc. 

Partnership Status.—A partnership valid for income tax 
purpose may exist between a taxpayer and his wife, under the 
laws of Alabama.—Appeal of W. A. Bellingrath. 

Personal Service Classification—An association formed 
under declaration of trust and owning all but qualifying shares 
of the capital stock of three affiliated corporations which had 


(Continued on page 38) 
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By JOHN H. SEARS, of the New York City Bar 
Author Sears’ “Trust Estates,” “Trust Company Law,” Etc. 
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HE purpose of this book is FIRST, to point out funda- 

mental differences between methods of avoiding or reduc- 

ing taxes which may safely be regarded as effective 
and lawful, as distinguished from forbidden evasion, and 
SECOND, to furnish synopses of all, tax systems, State and 
Federal, showing requirements for Assessments, Returns, 
Rates, Exemptions, Deductions, Collections, Penalties, ete. 


Mr. John H. Sears, author of Sears’ ‘‘Trust Estates,’’ 


Send coupon today! 


The Old South Press, 
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Please send, prepaid, ‘‘Sears on Minimizing 
Taxes,” Buckram, for which I enclose $8.00. 
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problems for years. His great accumulation of legal informa- 
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in practical form, fully annotated. 
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Seven Countries Make Debt Pay- 


ments in December 

URING December the Treasury 

Department received payments 
aggregating $95,253,371.85 from seven 
foreign governments on account of 
their funded indebtedness to the United 
States, all of which will be applied to 
the reduction of this country’s public 
debt. ; 

The governments making payments 
were Great Britain, Belgium, Czecho- 
slovakia, Finland, Hungary, Lithuania 
and Poland. Two of the nations mak- 
ing payments—Belgium and Czecho- 
slovakia — negotiated debt - funding 
agreements with the United States that 
have not yet been ratified by Congress, 
but made their payments in cash to 
cement the understandings. 

While these seven nations were mak- 
ing their payments the Senate Finance 
Committee approved the debt agree- 
ments with Italy, Rumania, Latvia, 
Belgium, Esthonia and Czechoslovakia. 
The agreements with Great Britain, 
Finland, Hungary, Lithuania and Po- 
land were ratified some time ago. Italy 
recently made a first payment of $5,- 
000,000 in advance. 

The largest recent payment was by 
Great Britain, amounting to $92,310,000, 
of which $68,310,000 was for interest 
and $24,000,000 for principal, and, as 
authorized by the terms of the settle- 
ment, was made in obligations of the 
United States which were accepted at 
par. It represented Britain’s sixth an- 
nual payment of interest and the third 
annual instalment of principal. The 
payments of the other countries were 
made in cash. 

Belgium’s payment was $870,000, rep- 
resenting her first semi-annual instal- 
ment of interest. 

Poland, with $500,000, made her sec- 
ond payment on account under the 
terms of the debt settlement. The 
remainder due will be funded in ac- 
cordance with the option given in the 
debt settlement agreement. 


FOR DIRECT MAIL ADVERTISERS 


Shows how to increase your business by 
the use of Direct Mail Advertising, 60 geges 
full of vital business facts and figures. ho, 
where and how many prospects you have. 


Over 8,000 lines of business covered, 
Write for your FREE copy. 
R. L. POLK & CO., Detroit, Mich. 


469 POLK DIRECTORY BUILDING 
Branches in principal cities of U. 8. 





THE INSTITUTE OF ECONOMICS SERIES 


Investigations in Finances, International Economic 
Reconstruction, Industry and Labor 


Arrangements just made by the Business Book Concern permit them to 
see that your copies of these very interesting books are forwarded promptly. 
The French Debt Problem 

By Harotp G. Moutton and Cieona Lew1s—$2.00, Postpaid $2.10. 


The solution of the French debt problem as outlined by the Institute of Economics 
has been given extensive publicity in the press. 


This book is receiving daily attention in the newspapers. 
The Ruhr-Lorraine Industrial Problem 
By Guy Greer—$2.50, Postpaid $2.60. 


: This book presents a thorough and arresting discussion of one of the most significant 
industrial problems of the post-war world. 


Interest Rates and Stock Speculations 
By Ricuarp N, Owens and Cuartes O. Harpy—$2, Postpaid $2.10. 
This volume affords a striking revelation of the way in which some of the accepted 


and orthodox dogmas in economics crumble when subjected to a painstaking factual and 
statistical examination. 


The Case of Bituminous Coal 
By Watton H. Hamirton and Heten R. Wricut— 
$2.50, Postpaid $2.60. 


a This book presents a brilliant analysis of ‘‘the great confusion” in the bituminous coal 
industry. 


Germany’s Capacity to Pay 
By Mouton and McGuire—$2.50, Postpaid $2.60. 


This is the first of a series of studies from the Institute of Economics, founded by the 
Carnegie Corporation of New York. It is a sane and impartial analysis of the extent of 
Germany’s capacity to make reparation payments. 


The Reparation Plan 
Ry Harotp G. Moutton—$2.50, Postpaid $2.60. 


This is a companion volume to Moulton and McGuire’s “Germany’s Capacity to Pay.” 


An analysis of the reparation plan of the Expert Committees, popularly known in 
America as the Dawes Report. 


Russian Debts and Russian Reconstruction 
By Leo Pasvortsxy and Harotp G. Mourtton—$2.50, Postpaid $2.60. 
A study of the relation of Russia’s foreign debts to her economic recovery. 
American Agriculture and the European Market 
By Epwin G. Nourse—$2.50, Postpaid $2.60. 


A study of the interdependence of the American farmer and the countries of Europe. 


The book analyzes the agricultural export position of the ‘United States in the post- 
war period. 


Making the Tariff in the United States ’ 
By THomMas WALKER Pace—$2.50, Postpaid $2.60. 
This book is a dispassionate, nonpartisan discussion showing wherein our method of 


preparing and enacting tariff laws has been defectve, and pointing out a practicable means 
of reform. 


The recommendations relate to procedure in legislating and not to policy. 
Sugar in Relation to the Tariff ; 
By Puiwie G. WricHt—$2.50, Postpaid $2.60. 


This, the second volume to be published in the Institute of Economics Series, begins 
with descriptions and statistical information relating to the sugar industry and takes up 
past tariffs and their effect upon prices, producton and revenue. 


Miners’ Wages and the Cost of Coal 
By Isapor Lusin—$2.50, Postpaid $2.60. 


An inquiry into the wages system in the bituminous coal industry and its effects on 
coal costs and coal conservation. 


Fill out and mail to the BUSINESS BOOK CONCERN 


230 S. Clark Street, Chicago, Illinois 


Tue Business Book CONCERN 
230 S. Clark Street 
Chicago, Illinois 


Please send prepaid 
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larger amounts of capital invested in income-producing equip- 
ment was not allowed classification as a personal service cor- 
poration for the year 1919.—Appeal of Superior Service Asso- 
ciation. ’ 

An advertising agency which employed a large capital for 
paying wages, salaries, rents and general operating expenses, 
contracted for advertising space and extended credit to its 
clients was denied personal service classification—Appeal of 
Erwin & Wasey. 

Replacement of Capital Assets.—The unextinguished use- 
ful value of parts of a building voluntarily demolished is not 
deductible from gross income as a loss for a current year.— 
Appeal of J. B, Davidson. 


The depreciated cost of a portion of a building demolished 
in order to make place for a larger and better addition to 
factory buildings was allowed as a deduction from gross in- 
come under the Revenue Act of 1918 upon the authority of 
decision in the Appeal of First National Bank of Evanston, 
W yoming.—Appeal of Burnside Steel Company. 

Reserves, Deductibility of—Reserves set up for state 
license and city and county taxes which were not due and 
owing until after the close of the taxable year 1920 were held 
not to be deductible for 1920.—Appeal of W. S. Young & 
Company. 

Reserves set up to meet a liability in part contingent are not 
legal deductions from gross income.—Appeal of Thatcher 
Medicine Company. 


BUSINESS BOOKS 


“PROFITS,” by William Trufant Foster and Waddill 
Catchings, for the Pollack Foundation for Economic Re- 
search. Houghton Mifflin Company, 1925, $4. 

A unique announcement in connection with the publica- 
tion of this book is that $5,000 will be offered for the best 
adverse criticism of its contents. Essays must be submitted 
to the Pollack Foundation for Economic Research, Newton 
58, Massachusetts, by January 1, 1927. The judges are 
Owen D. Young, chairman of the Board of Directors of the 
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General Electric Company; Allyn A. Young, of Harvard 
University, President of the American Economic Associa- 
tion, and Wesley C. Mitchell, of Columbia University, 
former President of the American Economic Association. 


The article in the August issue of The National Income 
Tax Magazine, entitled “The Relation of Taxation to Busi- 
ness Prosperity,” was based upon one of the chapters of 
this book. 


The main argument of the book, to which criticism is 
particularly invited, is this: 

“Progress toward greater total production is retarded be- 
cause consumer buying does not keep pace with produc- 
tion. Consumer buying lags behind for two reasons; first, 
because industry does not disburse to consumers enough 
money to buy the goods produced; second, because consum- 
ers, under the necessity of saving, cannot spend even as 
much money as they receive. There is not an even flow of 
money from producer to consumer, and from consumer 
back to producer. The expansion of the volume of money 
does not fully make up the deficit, for money is expanded 
mainly to facilitate the production of goods, and the goods 
must be sold to consumers for more money than the ex- 
pansion has provided. Furthermore, the savings of cor- 
porations and individuals are not used to purchase the 
goods already in the market, but to bring about the pro- 
duction of more goods. Under the established system, 
therefore, we make progress only while we are filling the 
shelves with goods which must either remain on the shelves 
as stock in trade or be sold at a loss, and while we are 
building more industrial equipment than we can use. In- 
adequacy of consumer income is, therefore, the main reason 
why we do not long continue to produce the wealth which 
natural resources, capital facilities, improvements in the 
arts, and the self-interest of employers and employees 
would otherwise enable us to produce. Chiefly because ‘of 
shortage of consumer demand, both capital and labor re- 
strict output, and nations engage in those struggles for 
outside markets and spheres of commercial influence which 
are the chief causes of war.” 
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THE FEDERAL ESTATE AND GIFT TAXES 


Fourth Edition 


1925 


By Gleason & Otis 


38 STATES and the FEDERAL Government have 
CHANGED THEIR LAWS since the last edition 


I. Federal Estate Tax of 1925—A Complete and comprehensive study, with Rules, Regulations, Practice, Forms 


and a digest of Federal Decisions. 


Il. Federal Gift Tax—An analysis and treatise on the subject, with Rules, Regulations, Practice and Forms. 
Ill. Law of Inheritance Taxation—A general treatise divided into twenty-four chapters, with 2500 citations, in- 


cluding all important decisions up to July 1st, 1925. 


IV. Statutes of all the States with Amendments to July 1st, 1925, and forms in many instances. 


V. Complete table of cases and Index. 


Large royal octavo Volume—over 1500 Pages—$15.00 
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ODERN accounting practice, ow- 
ing to the ever increasing de- 
mands of clients, has developed to the 
point where a knowledge of law and 
equity has become of paramount im- 
portance. 


In addition, the rules of the U. S. Board 


‘of Tax Appeals have made it incumbent upon 


practitioners before the Board to present 
their cases as they would have to be pre- 
sented before an ordinary court of law. 


Hence it appears that the accountant, unless he 
wants to employ qualified legal assistance, must 
equip himself with a knowledge of legal practice 
and procedure and the law of evidence if he is to 
handle properly the work he is given to do. 


A Recognized Law Course 


But where is the active and established practitioner 
to get the additional knowledge of law that has sud- 
denly become so necessary? The answer is found in 
the Blackstone Legal Training Course and Service 
which can be followed in spare hours at the home 
or office 

Heading the list of contributors to the course are 
Chief Justice William Howard Taft and Associate 
Justice George Sutherland of the United States Su- 
preme Court, ably seconded by a group of 60 resident 
law deans, professors, lawyers and state supreme 
court judges of almost equal prominence. 

More than 50,000 progressive men and women have 
enrolled for this training, many of whom have risen 
high in the business world and in political, legal and 
judicial life. Graduates are practicing law in every 
state. 


Authoritative Training 


The Institute offers two splendid law cofrses. One 
deals with commercial law exclusively while the other 
(the Graduate Course) in addition to the usual busi- 
ness law subjects, also covers the field of Adjective 
Law. This course has helped thousands to prepare 
for the bar examinations. Graduates are awarded 
the LL. B. Degree. 

Among the subjects covered in the Graduate Course 
are Evidence, Pleading in Civil Actions, Practice in 
Civil Actions, Equity Pleading and Practice, Interpre- 
tation of Statutes, Courts—Organization, kinds and 
classification, Bankruptcy, State and Municipal Taxa- 
tion, Wills, Estates, Real Property, Trusts, Landlord 
and Tenant, Corporations. Partnerships, and 45 other 
subjects. 


A Spare-Time Law Course 
for Accountants 
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Complete Law Library Furnished 


Delivered complete at the time of enrollment is a 
big, handsome, 25-volume library, Modern American 
Law, cited as “M. A. L.” by state supreme courts and 
by the United States District Court. “M. A. L.” is the 


only non-resident text ever given this honor or recog- 
nition. 


Approved By Accountants 


The Blackstone Legal Training Course and Service 
has always appealed to accoutants. Since the crea- 
tion of the Board of Tax Appeals, however, they have 
been turning to the Institute in constantly increasing 
numbers, and it is to be noted that the majority of 
them are established practitioners who already pos- 
sess the C. P. A. certificate. 

Typical of the comments of accountants who have 
availed themselves of Blackstone material and service 
is the following from Mr. Robert B. Vollum, C. P. A., 
of Philadelphia, who says: 


“After thirty years practicing the profession in 
this city, I, feel that each day it becomes more 
vital that the public accountant should ground 
himself in the basic principles of law if he hopes 
to successfully meet the demands of the profes- 
sion and properly serve his clients. It is for that 
reason that I have added your set of Modern 
American Law (Cited M. A. L.) to my library.” 


Write For Details 


The complete story of Blackstone training is given 
in an attractive 128-page book, The Law-Trained 
Man. A copy will be sent free upon request. Use the 
coupon below or address a post card request to Dept. 
341, Blackstone Institute, Inc., 4753 Grand Boulevard, 
Chicago, Ill. 


7 Blackstone Institute, Inc. 

| Dept. 341, 4753 Grand Blvd., Chicago, Ill. 
| 

| 


Please send me by mail and without obligation 
a copy of your 128-page book, The Law Trained- 
| Man, and details of your law course. 
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Holmes Federal Taxes 


Sixth Edition 
1925 


Order Your Copy 
Now 


Holmes’ book will give you a 
quick grasp of every essential fea- 
ture of the 1924 Law and its appli- 
eation. He has briefed, imparti- 
ally and in plain language, every 
court decision, every interpreta- 
tion by the Department, pointing 
out all Department variations 
from the correct legal interpreta- 
tion. 


Sign and Return Coupon 
Order Blank Today 


Holmes Federal Taxes, Sixth Edition, 
1925, is complete in one large volume 
of more than 2100 pages, substantially 
bound in heavy Fabrikoid. Price $15.00. 


Owing to the many new and difficult 
questions involved, the demand for this 
work will greatly exceed the demand for 
previous editions. All orders will be filled 
in the sequence in which they are received 
by us. Get your order in early if you 
want prompt delivery—do not delay. 


Business Book CoNncERN 
230 So. Clark St., Chicago, Ill. 


Please send copy of Holmes Federal Taxes, for 
which find enclosed remittance of $15.00. 














Why HOLMES’ Book ts the Supreme Authority 


Interprets the new law in the light of previous laws. 


Shows a tabular comparison of 1924 provisions with laws of 
1918 and 1921, 


Lists all changes made by the 1924 law. 


Tabulates all rulings with page references, bringing all related 
rulings together. 


Omits all irrelevant matter. Condenses rulings and interpreta- 
tions into plain language, easily understood by lawyer or layman. 

Contains all regulations under the new law. 

Contains all interpretations of the new law. 

Clearly differentiates statements of law and opinion. 

Includes British Citations when pertinent under American Law. 

Covers the tax problems of nonresident aliens. 


Interprets the law for the accountant by reducing technical 
matter to simple terms. Numerous illustrative examples are included 
which give the user a clear understanding of the methods used in 
working out difficult computations. 


This is the sixth revision since 1917, the supreme authority on 


the subject as recognized by attorneys, by corporations and by the 
courts. 
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YOU CAN USE 


These University of Chicago Publications 
with profit 


New Books on Modern Business 


Mail Orders to Business Book Concern 


230 S. Clark Street, Chicago 


MANAGERIAL ACCOUNTING, Volume I. 


By J. O. McKinsey—$4.00, postpaid $4.15. 

Professor McKinsey’s idea is that all business executives, actual or 
potential, need a basic knowledge of accounting—that such a 
knowledge will help them solve their problems of administrative 
control. This is the first book to approach accounting from the 
manager’s point of view as well, and the author has had this in 
mind, too, in writing his text. It is as valuable, therefore, to the 
actual or prospective professional or private accountant as to the 
manager. 


MANAGERIAL ACCOUNTING, Volume II. 


By J. O. McKinsey—about $4.00 net. (In Preparation.) 
Volume II, continuing the presentation of accounting as a means 
for solving administrative problems, deals with personnel admin- 
istration and financial control. With Volume I, it is a long stride 
toward correlating the business curriculum into a coherent whole. 


PRINCIPLES OF ACCOUNTING, 


By Albert C. Hodge and J. O. McKinsey— 

$3.00, postpaid $3.10. 

The needs of the business executive rather than those of the 
accountant have been considered in the preparation of this book. 
It_is dsigned to give a working knowledge of the fundamental 
principles underlying the gathering, analysis, and interpretation 
of accounting data; and an understanding of the technique em- 
ployed in gathering these facts and in preparing the more generally 
used accounting reports. The principles of accounting are dis- 
cussed primarily in terms of their function as administrative aids 
to the business manager. 


RETAIL ACCOUNTING AND CONTROL, 


By Albert C. Hodge—$4.00, postpaid $4.15. 

Retail Accounting and Control is a subject that has recently been 
brought into prominence by the rapid increase in size of the 
typical retail business. It is ,for many, a new field with its own 
special problems. For those in the accounting field Mr. Hodge 
has prepared this book, the only one to consider records, forms, 
and procedure in collecting information needed. The use of cost 
statistics and other statistical aids to the control of the retail 
business is emphasized. E 


THE FINANCIAL ORGANIZATION OF SOCIETY, 


By Harold G. Moulton—(revised edition)— 
$4.00, postpaid $4.15. 


‘Unique in the literature of finance.”’ So thorough and complete 
has been Professor Moulton’s revision that this book now formu- 
lates a new approach to the study of the whole financial structure. 
This volume gives the business man a thorough understanding of 
the economic services performed by the various forms of financial 
institutions and agencies. Emphasis has been placed upon the 
part played by financial institutions in furnishing fixed and working 
capital for business enterprises. 


THE USES OF BANK FUNDS, 


By Waldo F. Mitchell—$2.00, postpaid $2.10. 
Interpretative rather than descriptive of the’ newer practices of 
banks. Since the discussion is based largely on reports which 
bankers have made of their own businesses, this work will be of 
— service to those who have to do actual bank management. 

r. Mitchell writes interestingly about such topics as the national 
bank and the reserve bank liquidity in crisis and depression, bank 
failures and their significance, rural credit legislation and super- 
visory influences of banks. 


BUSINESS CASES AND PROBLEMS, 


By Leon C. Marshall and Others. Bound in one vol- 
ume, $3.00, postpaid $3.15. 


The cases cover a wide field from problems of marketing to labor 
questions and will be of value to the business man who can profit 
by studying the settlements of actual business cases and problems. 
For more than a decade these cases and problems have been 
developing at the University of Chicago and are now offered in 
one volume. 


PRINCIPLES OF BANKING, 


By Harold G. Moulton—$2.50, postpaid $2.60. 


Exactly the same material as is contained in the second part of 
“Principles of Money and Banking,” bound separately. 


MUNICIPAL BUDGET-MAKING, 


By R. Emmett Taylor—$2.50, postpaid $2.60. 

In recent vears progress has been made in the establishment of 
more useful systems -f municipal accounts. Mr. Taylor has ex- 
amined quite thoroughly all the recent data available from actual 
municipal reports, and has incorporated in this book all the recent 
eg that have been made in municipal budgeting in the United 

tates. 

In a foreword, Professor J. O. McKinsey says, ‘“‘His discussion of 
this subject is based on an extensive investigation of the methods 
now employed by a number of the more progressive cities of the 
United States, and he also outlines the developments which he 
thinks should grow out of the present methods. This book, there- 
fore, should be of very great value to the taxpayer who is inter- 
ested in obtaining knowlege of how municipal expenditures may 
be controlled and consequently municipal taxes reduced.” 


THE MANAGER’S ADMINISTRATION OF FINANCE, 


By Stuart P. Meech—about $4.00 (in preparation). 

For problems of financial management this text is a comprehensive 
analysis of the administration of finance in the light of conditions 
imposed by the structure of industrial society. For the actual 
financial executive Mr. Meech analyzes such practical problems as 
capital requirements for new projects .md extensions; calculation 
of requirements for working capital; seasonal problems and budget 
making; questions of stock, bond, and note issues; adjustment of 
financial plans to the movement of the business cycle; and 
emergency financing. Mr. Meech has gone into every phase of the 
financial manager’s task, particularly the ways and sources for 
raising funds. 


BUSINESS ADMINISTRATION, 


By Leon-Carroll Marshall—$4.00, postpaid $4.12. 

This volume shows the outstanding features of the executive’s work, 
and makes clear the interrelationships of the various functions 
existing within the business unit. BUSINESS ADMINISTRA. 
TION, by the discussion of method, with questions, problems, 
and cases, acquaints the business man with the three broad prob- 
lems of all business; the establishment of policies with the setting 
up of goals; the planning of an organization to carry out these 
policies; the operation of the organization. 


LAW AND BUSINESS (in three volumes), 


By William H. Spencer—$4.50 each, postpaid $4.62 each. 
A complete text for the study of business law, this three-volume 
work gives that knowledge of law which is necessary to the modern 
business man. Introducing the whole field of law, the study of 
these texts give a working knowledge of legal phraseology; a 
practical grasp of the legal devices which business men use in the 
administration of their affairs, and a knowledge of those rules of 
law within which business policies must be carried out. 


PRINCIPLES OF MONEY AND BANKING, a Series 


of Selected Materials with Explanatory Introductions. 
By Harold G. Moulton—$4.00, postpaid $4.15. 


Covering the principles of money and banking in an elementary 
way, this book gives a thorough re of the present 
system and its development. It will be found of particular value 
as a reference of financial history. In addition to the usual treat- 
ment of commercial banks, including the operation of the federal 
reserve system, analysis is made of the principles of agricultural 
credit, numerous types of co-operative banking agencies, savings 
and investment institutions. 


UNFAIR COMPETITION, 


By W. H. S. Stevens—$1.50, postpaid $1.60. 

Mr. Stevens has made a_ study of certain practices with some 
reference to the trust problem in the United States. He examines 
twelve methods of competition selected from the practice of modern 
corporations and trusts. 


HOW TO WRITE BUSINESS LETTERS, 


By John A. Powell—$1.50, postpaid $1.60. (Quotations 
on quantities for office use.) 

A practical manual for the man who dictates letters and for the 
stenographer who transcribes them. This book is intended to give, 
first, suggestions for effective dictation, and, second, hints of how 
good letters may be properly transcribed. 


Simply tear out this page, checking the volumes you wish sent you and pin to your letter head, or write 
us listing books desired and we will promptly do the rest, billing you with shipment. 


BUSINESS BOOK CONCERN 
230 SO. CLARK ST., CHICAGO, ILL. 
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Keep Abreast of Changing Conditions 
and Modifications in Federal 
Jurisprudence 


The vast development of the Federal law year by year, so that it is becom- 
ing honeycombed with exceptions, overgrown with refinements and elaboration, 
and increasingly more difficult for the human mind to grasp and apply, has 
created a universal demand for 





SHEPARD’S UNITED STATES CITATIONS 


and its companion volume 


SHEPARD’S FEDERAL CITATIONS 


The present uncertainty of the law is not so much due to conflicts between 
the decisions and statutory enactments as it is to the confusion and conflict of 
the legal character and differences of opinion as to the correct statement of the 
fundamental principles and their application towards the solution of the more 
difficult problems at hand. 


THE TEST OF JUDGE-MADE LAW 


This simple element in the exclusive development of legal citations for more 
than half a century accounts for the indispensable value and application of 
Shepard’s Citations. Only the complete history of a judge-made law, created to 
settle actual controversies, which have been established in litigations between 
opposing counsel, possesses the vitality to meet and deal with new situations in 
a changing social order. 








ari SHEPARD’S CITATIONS ee 


Published by 


THE FRANK SHEPARD COMPANY 
76-88 Lafayette Street 







New York 
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| Own a Typewriter ! 


A Bargain You Can’t Ignore! 
Every Member of the Family 








Will Use and Enjoy it! Try it } 


Free, and See! 


$300 


A generous free trial offer and the 
most liberal terms if you buy 


GET YOUR typewriter zow. A 
genuine Shipman-Ward rebuilt 
Underwood i is the one you want— 
: “the machine you will 
ay eventually buy!’ Every- 
Wi, one needs it; now anyone 
h can afford it. Don’t send 
,;a cent— but do get our 
big special offer—our 
» valuable book on 
typewriters and 
typewriting—/ree. 
You can learn to 
: write on this stand- 
ard-keyboard machine in one day. 
A week after the expressman has 
brought it, you’d feel Jost without 
it. A trial will prove it—and doesn’t 
cost you a penny! 
Our rebuilt plan gives you the 
best machine, and saves you a /ot of 
money. 







0 andit’s 


yourse 


This is a 


Underwoodeethe ace of 


genuine No. 5 


standard writing machines. 
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Act NOW 


If Ever 
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The Underwood is so famous a make, and 
No. 5 so popular a model, you'll have to 
speak up if you want one of the lot we are 
just completing now! 

We rebuild from top to bottom; replace 
every single worn part; each machine is 
in sparkling condition. New typewriters ,| 
are commonly guaranteed for a year; 
we guarantee these completely rebuilt 
Underwoods five years: That’s our 
Better-Than-New Guarantee! And we 
guarantee a big saving in money! 


Pay Like Rent 


We don’t ask for a cent 
now. Nor any money at all, \ 
unless you are completely 
won by the wonderful writ- 
ing machine we ship you for 
an unrestricted 10-day free trial. When 
you do buy, take advantage of our very 
liberal scale of monthly payments. A host 
of our patrons have paid for their type- 
writers out of money made typing work for 
others. (One woman made a thousand dellzrs 











at home last year with her Underwood.) 
If you know typewriters, you know the 
perfect work and the ease and speed of an 
Underwood. If you have never owned a 
typewriter, start with the finest! One 
that will last you all your 

M/F life! But, the vime to act is 
cea NOW. Den’t miss out on 

: dl ie. this present bargain offer. 
i q Don’t dolonger without the 
li wah convenience of atypewriter. 

apy i Our modern method of re- 

x the e999 ° 
{py building, and our economi- 

cal resale plan remove the 
last reason for not owning 
this time-saving, money - 
making, educational device. 


Free Trial Plan 


Our plan gives you the 
opportunity of @ thorough 
trial before you buy. Yourun norisk what- 
ever. You start to pay for your typewriter 
after you have found it the one and only ma- 
chine for you! But ret the facts before this 
Ict cf machines is all in use. Clip the infor- 

















mation coupon before you turn the page. 
It will pay you! Note the very useful book 
you will receive free! Write for full particu- 
lars at once. 


Valuable Typist’s Manual 


Get our catalog that 
tells how we rebuild 
these wonderful Under- 
wood typewriters in the 
largest factory ofits kind 
in the world, and lowest 
prices and terms in exist- 
ence. We will also include 
free, the new Type Writing 
Manual—it gives many exam- 
ples and samples of uses for 
your typewriter: in business 
accounts, social correspond- 
ence, recipes, shopping lists, 
household accounts, etc. ; school- 
work; literary work, etc. This is 
a typewriting age; no home is com- WW - 
plete without a typewriter.. Clip Wee 

coupon now! 


| | MAIL to SHIPMAN - WARD MBG. Co. | 


1142 Shipman Bldg. 
Chicago 
Please send full offer, with Type ee Manual 
FREE, prices, terms, etc., 
| and full information about gj J, 
ae FREE course in Touch {|= 






ypewriting. All without 
| obligation; this is NOT an 
order! 


masseter sorter SUR AN ST SESE LI TRIER: 
fl Tr oO oasis ccnis ations veesnepe tal mapaneoeunepitel a 


Dt We ie he Re 


eocccoens 





THE NATIONAL INCOME TAX MAGAZINE JANUARY, 1926 






Sent on Approval 


“United States Board of Tax Appeals” 


A new text on Procedure and 
Practice before this most im- 
portant tribunal is now ready. 
The records show that repeated 
PROCEDURE AND PRACTICE decisions of this Board have dis- 
Bete ths missed petitions of taxpayers, or 
UNITED STATES have approved deficiencies of tax 
BOARD OF TAX APPEALS found by the Commissioner, be- 
cause of the failure of appellants 
to comply with the requirements 
of the Board. 


Frankly, and without fear of 
boasting, we think we can say that 
this new book will take a place 
similar to that of our annual 
GUIDE and the CONSOLI- 
DATED LAWS as a splendid 
achievement in a field of broad 
interest. We think that this book 
is just about what a work of this 
kind ought to be as to style, 
method, scope and thoroughness. 
We will forward a copy subject 
to your examination and ap- 
proval. 
















EXAMINATION OFFER 
Commerce Clearing House, 
231 South LaSalle St., 
Chicago, Illinois. 


Please send me a copy of your new book entitled “Procedure and Practice 
Before the United States Board of Tax Appeals.” I will examine and use this 
book for thirty days. If, at the end of this time, I decide to keep the book, I 


will send you $10 in full payment. I may return the book within thirty days and 
be under no further obligation. 






$10.00 per copy 
Finest Limp Leather Binding 
Use Coupon 










(Sign) _ 
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The Office Equipment Industry 
Now Offers /¢s Cooperative Catalogue 


~to save yout time in buying 


“There are many adding machines made. 
Which one best fits my needs?” 


“Can’t we find a better system for keeping 
our cost records?” 


“What kind of a filing cabinet do we want 
and who makes it?” 


These are everyday questions. When they 
arise the average executive is in a quandary. 

Writing to all the makers he can think of 
involves both inconvenience and delay. Trust- 
ing to meagre catalogue files or the advice of 
friends often means incomplete information. 


N a spirit of service to those executives 

who are responsible for the efficient han- 
dling of business routine the leading office 
equipment manufacturers have cooperated 
to produce the OFFICE EQUIPMENT 
CATALOGUE. 

Not a catalogue, really, in the accepted 
sense of the term. For a cooperative cata- 
logue is not primarily sales literature. It 
is a sincere effort to picture and elucidate 
clearly—in condensed form—the many dif- 
ferent types of Devices, Supplies, Equip- 
ment and Services that contribute to modern 
office efficiency, and the better systems that 
can be effected through their application. 

It is standardized as to style. All general 
claims, exaggerated statements and display 
material are excluded. A complete classified 


directory and index of products is included. 
Bound into one handy volume for convenient 
reference, Office Equipment Catalogue is a 
huge file of individual catalogues, abstracted, 
indexed and assembled within the covers 
of a single book. 

Here, for instance, you will find a con- 
cise description of the different types of 
visible card records and the advantages each 
can offer to the problem in hand. In an- 
other section you will find accounting ma- 
chines, or filing equipment or loose leaf de- 
vices. And every statement is authoritative 
—written by the manufacturer and edited 
by a committee appointed by the National 
Association of Office Appliance Manufac- 
turers. Even a section of business books 
and publications has been added—and one 
covering office management specialists, busi- 
ness engineers and business services. 

In its attractive leatheroid binding, Office 
Equipment Catalogue can become your per- 
manent reference work on office equipment 
and systems. The coupon will bring your 
copy of the enlarged Second Edition. Ex- 
amine it carefully. If it will perform the 
service in your office for which it was in- 
tended remit the production cost of $3.00. 
Otherwise return it at our expense, 





1 cooperative undertaking sponsored by the 
National Association of Office Appliance Manufacturers 


When writing to advertisers please mention THE NATIONAL 


Read what these concerns have to say regarding 
the First Edition of the Catalogue, issued last year: 


Colgate & Company, New York City—‘It is ve 
complete and I am sure will’ be a great help to us.” 
—(iened Jas. H. Bortz, Comptroller. 


General Electric Company, Bridgeport, Conn.— 
“Tt fills a long-felt want in the field of office a 
pliances.”—(Signed) J. W. Cosurn. 


Miller, Franklin, Basset & Company, Industrial 
Engineers and Accountants, New York City—‘‘Your 
catalogue becomes extremely valuable, for it is 
something our men can carry and refer to when 
need exists.””—(Signed) W. R. Basset. 


American Central Life Insurance Company, 
Indianapolis, Ind.—‘‘We believe this to be a most 
valuable publication as a consulting medium in the 
field of office appliances.”—(Signed) H. C. PEnN- 


NICKE, Manager, Service and Planning. 


Western Electric Company, Inc., New York City— 
“You have performed well the commendable task 
of bringing together in one volume the latest infor- 
mation in concise form_on various types of office 
equipment.” —(Signed) Witttam A. LatHRopP. 


The New England Steamship Company, New 
Haven, Conn.—‘‘It is the best thing of its kind 
I have ever seen and certainly fills a long-felt need.” 
(Signed) G. H. New, Auditor. 


Send this Coupon 


= 
| Office Equipment Catalogue, Inc. N.1.T.M. 1-26 i 
i 21 E. Huron Street, { 
H Chicago, IIL 
Gentlemen: Please send me_the new Second I 
i Edition of Office Equipment Catalogue. If it ' 
fis completely satisfactory I will remit the pro- 
duction cost of $3.00 within five days, Other- Jj 
f wise I will return it at your expense. i 
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Special Magazine Binder 


Examine This Binder at Our Expense 


We now have ready for you a Binder 


made expressly to hold twelve issues of 


The National Income 
Tax Magazine 


zp] HE value of The National Income 

Tax Magazines lies in their perma- 

nency of use. You will want to keep 

all issues indefinitely, because at any 
NG BA] moment you may find information 
worth hundreds and even thousands of dollars tu you. The nation’s greatest 
tax authorities contribute to this Magazine, and it is indexed for. future use. 
This new binder is especially made for The National Income Tax Magazine. 
It is constructed of maroon, embossed leather and nickel - plated metal, having 
twelve heavy wires to hold twelve copies of The National Income Tax Maga- 
zine. It will be a splendid addition to the finest library in the country. 


EXAMINE AT OUR EXPENSE 


Special Cost Price of $2.00 


Use this coupon to secure this binder at $2. We can sell these at $2 each 
if we can dispose of 5,000 binders. We are gambling that it can be 


done. Send your approval order today, and if you don’t like the binder 
return it. 


COMMERCE CLEARING HOUSE 
Illinois Merchants Bank Building 
Chicago, Illinois 


Send the magazine binder. If we keep it we will pay $2; otherwise we will 
return the binder. 
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TAX SERVICE CABINET 
SPECIAL CONSTRUCTION—LOW PRICE 


You can now have a permanent, handy cabinet for your Tax Services and books on kindred subjects. Segregated 
—at YOUR elbow—easily kept in apple-pie order, and best of all, made to fit your personal requirements. 

This especially constructed cabinet is the result of a survey made among tax practitioners. 
Services are enthusitsaic in welcoming a case designed for utility, efficiency and comfort. 

Hand made by skilled cabinet makers, of sturdy construction, hand rubbed and mahogany finished. 

Thirty-six inches high, it contains two shelves at just the right slant, each twenty-eight and one-half inches long 
which will house twenty volumes of Commerce Clearing House Services. 

So certain are we that you wish to own this cabinet that we are manufacturing a large quantity and now offer 
you the privilege of ordering them on approval. 


Just fill out the coupon and mail or attach to your letterhead and we will see that your cabinet goes forward at 
once. 


$16.00 plus express charges. 


These users of Tax 


Cabinet Goes on Approval 
Specialty Office Equipment Co. Mail_Today 


26 Quincy Street 


Specialty Office Equipment Co., 
CHICAGO. ILLINOIS 


26 Quincy Street, 
Chicago, Illinois. 


Please express the Service Cabinet to: 








HOME CABINET—TOO 


This is also a_wonderfully convenient piece of furni- 
ture for the Home. We will give $1 discount on 
each cabinet where more than one is ordered. 





It is understood that I have the privilege of examination for 
five days by which time I will remit $16.00, or hold cabinet 
subject to your instructions. 








When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 




















A New FactorinDistribut onand Merchandising 


An article well presentéd is half sold. 


Whether it is a sample line, a catalog or a portfolio the firs+ 
impression is the lasting one. 


Make that impression a good one by clothing your proposition in an 
atmosphere of quality and difference that go with 














Lux-Art 


Lux-Art Products offer to manufacturers a new means 
os ' of presentation that attracts immediate and lasting atten- 
Advertising "J ; ee maker: 8 
Cc é tion, and assures the “right of way” to the buver’s desk. 
ampaign Lux-Art looks and feels like leather, but wears better 
and costs less. Your trade mark, slogan, package or 


Contracted for . ‘ er ae 
Suationtion in q product can be embossed in high relief, giving the appear- 


ance of hand tooled leather, and the decorating in many 


ae a4 2 ay colors lends opportunity for a great variety of effects. 
he Chicago T panty PI \ g } 


Here we illustrate various applications of 
Lux-Art. Possibly it mav suggest to you 
how it can be adapted to your particular 
needs. 


Catalogs; Salesmen’s, and Advertising Port- 
folios; Sample Line Boxes and Loose Leaf 
Covers; bound in Lux-Art have that differ- 
ence in appearance which will help “put your 
proposition over” in a bigger way. Lux-Art 
Products are “too good to throw away.” 


Lux-Art Products are the result of specialized 
workmanship and quality materials, artistically 
and painstakingly manufactured in a modern 
plant especially fitted and equipped for that 


work, 
IDEAS SUBMITTED 


We will be glad to send samples to any 
interested executive; and we offer fullest co- 
operation in submitting ideas and working 
out a design for you that will be distinctive 
and individual. Just write or phone, and a 
representative will call on you—no obligation 
on your part. 





Lux-Art Products can be furnished in any 
combination of colors and design. There is 


no limitation. Send us your ideas and we U S ART BINDER COMPANY | 


will work out the details of creation and neato een —" | 
production. 225-231 West Ohio Street, Chicago, Illinois 
TELEPHONE SUPERIOR 2174-75-76 





DISPLAYS * SAMPLE CASES * ADVERTISING NOVELTIES * LOOSE LEAF BINDERS * CATALOG AND BOOK COVERS 





